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Our pipeline business has shown a \\y 
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strong record of performance, stability 
and growth through strategic positioning 
and by providing an integrated package 


of services to crude oil producers and \\Y 
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shippers. 
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Partnership Information 


Definitions and 


partnership profile 


The Koch Pipelines Canada, Limited Partnership was established to 
acquire four wholly owned Canadian pipeline assets operated by 
various subsidiaries of Koch Industries, Inc. These pipeline 
assets are the Bow River Pipeline System, the Koch Alberta 
Pipeline System, and the Koch Valley Pipeline System in Alberta 
and the Mid-Saskatchewan Pipeline System in Saskatchewan. 
Combined, these systems comprise one of the largest crude oil 
feeder pipeline businesses in Canada. These systems total 
approximately 2,400 miles in length, and had an average 
throughput in 1997 of 306,400 barrels per day of crude oil 
and condensate. 

_ The General Partner of Koch Pipelines Canada, L.P. is Koch 


Pipelines Canada Ltd., an indirectly wholly owned subsidiary of 


Koch Industries, Inc. 


Public 


py ou bze INE. (Class A Unitholders) 


100% 
Koch Pipelines Canada Ltd. 51.2% Limited 
(General Partner, Class B Unitholder) Partnership Interest 


48.8% General 
Partnership Interest Koch Pipelines 
Canada, L.P. 
Pipeline Assets 


= Limited partnership Class A units issued: 37,500,000 
Trade on TSE as instalment receipts, symbol KPC.IR 
@ General partnership Class B units issued: 35,700,000 


Koch Industries, Inc. is the second largest privately held 
company in the United States. 

There are over 500 Koch employees across Canada, 
approximately 170 of whom are located in the Calgary office. 
Koch has grown to become the largest exporter, as well 
as one of the largest refiners, of Canadian crude oil. In addition, 
Koch's Canadian activities include oil and gas exploration and 
production, trading, capital services and crude oil trucking. 

Since its entry into the Canadian energy transportation 
industry in 1959, Koch has continuously grown its pipeline 
business by providing an integrated package of services to crude 
oil producers and shippers through experienced management 
and solid core assets. 


1997 highlights 


Financial and Operating Highlights Table 


Financial 
($thousands except per unit amounts) 1998F@ 19972 1o9o72 
Revenue $ 94459 $ 8,437 
Operating expenses (22,114) (1,949) 
General and 

administrative expenses (4,745) (501) 
Management fee (1,370) (120) 
Income from operations 66,230 5,867 
Capital expenditures (14,791) (4,795) 
Capital expenditures funded 

by Koch 12,974 4,766 
Distributable cash from operations 64,413 5,124 


Distributable cash per Class A unit” $ 0.88 $ 0.07 


Operational 
Throughput (thousands of barrels per day) 


Bow River Pipeline System 206.0 201.8 192.6 
Koch Alberta Pipeline System 62.7 67.5 63.5 
Mid-Saskatchewan Pipeline System 46.7 48.5 43.1 
Koch Valley Pipeline System Oy, 7.8 UD 
Total Throughput e221 325.6 306.4 


(1) Per the prospectus for the Koch Pipelines Canada, L.P. Initial Public Offering dated November 18, 1997 
(2) November 27, 1997 through December 31, 1997 

(3) Full year 1997 throughput volumes for illustration only 

(4) Anticipated allocation of taxable income for 1998: 60 percent of $0.88 per unit 


Achievements 


Vv 
Koch Pipelines Canada, L.P. launched on 
November 27, 1997 
Vv 
Raised $375 million aggregate proceeds in 
successful IPO through the sale of 37,500,000 
Class A units at $10.00 per unit 
- initial payment of six dollars 
- final payment of four dollars due 
November 27, 1998 
Vv 
Achieved an average throughput of 
306,400 barrels per day in 1997 
Vv 
Made a distribution of $0.07 per unit for the 
period November 27 to December 31, 1997 
Vv 
Made a distribution of $0.22 per unit for 
the first quarter of 1998 


ALBERTA SASKATCHEWAN 


Interprovincial Pipe Line 


Koch Pipeline Systems 
Third Party Pipelines 
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report to unitholders 


November 27, 1997 was a landmark 
day for those of us affiliated with 
Koch's pipeline business in 
Canada. It marked the successful 
closing of the Koch Pipelines 
Canada, L.P. initial public offering 
and our first day of trading on 


The Toronto Stock Exchange. 


stability 


Historically, Koch has grown its Canadian pipeline business by 
providing an integrated package of services to crude oil 


producers and shippers. 
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As President and Chief Executive Officer of Koch Pipelines Canada 
Lid., and as a fellow unitholder of Koch Pipelines Canada, L.P., | am 
pleased to present our first annual report and to welcome our new 
unitholders to the Partnership. In this address, | would like to 
comment on our successful initial public offering, review the key 
operating and financial performance highlights from 1997 and share 
some thoughts on the Partnership's challenges and areas of focus 


for 1998. 


November 27, 1997 was a landmark day for those of us 
affiliated with Koch's pipeline business in Canada. It marked the 
successful closing of the Koch Pipelines Canada, L.P. initial public 
offering and our first day of trading on The Toronto Stock 
Exchange. It was also the date that the Canadian investing 
public became partners in the business we had grown into one 
of the largest crude oil and condensate feeder pipeline 
businesses in Canada. 

The Partnership was established to acquire the four wholly 
owned Canadian pipeline assets operated by various subsidiaries 
of Koch Industries, Inc. The IPO transaction raised $375 million 
through the sale of 37,500,000 Class A Units, giving the public a 
limited partnership interest of approximately 51.2 percent. Koch 
Pipelines Canada Ltd., the General Partner and an indirect wholly 
owned subsidiary of Koch Industries, Inc., holds the remaining 
interest of approximately 48.8 percent. 

While on the IPO road show last fall, we learned that many 
Canadians are not very familiar with Koch Industries, Inc. 
Accordingly, | would like to provide a general overview of the 
corporate parent of the General Partner, and describe Koch's 
energy-related interests in Canada. 

Headquartered in Wichita, Kansas, Koch Industries, Inc. is 
active in virtually all phases of the oil and gas industry. Koch 
operates one of North America's largest liquids pipeline systems 


which includes more than 31 crude oil, refined products, natural 


gas liquids, ammonia and natural 
gas pipeline systems in Canada and 
the United States. Koch is also 
involved in crude oil refining, 
chemicals, chemical technology, 
asphalt products, energy services, 
minerals, capital services and 
agriculture. 

Koch has grown rapidly in recent 
decades, from U.S. $177 million in 
sales in 1967 to more than U.S. $35 
billion today, to become the second 
largest privately owned company in 
the United States. If it were a publicly 
traded company, the Koch network 
of companies would rank among 
the 25 largest North American 
corporations. Koch Pipelines 
Canada, L.P. holds the distinction of 
being the first major business that 
Koch has ever taken public. 

In Canada, Koch is directly 
involved in crude oil exploration and 
production, oil and gas trading, and 
providing risk management services 
to the energy sector. In fact, Koch 
has grown to become the largest 
exporter and one of the largest 
refiners of Canadian crude oil. 

Historically, Koch has grown its 
Canadian pipeline business by 
providing an integrated package of 
services to crude oil producers and 
shippers. I fully expect that the 
Partnership will continue to benefit 
from the market knowledge, 


operating expertise and customer 
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relationships Koch has developed 
over the past 39 years in acquiring, 
operating and expanding its 
Canadian crude oil pipeline 
business. 

In terms of performance, 1997 
was a very strong year. System 
receipts on the Partnership's four 
pipelines - Bow River, Koch 
Alberta, Mid-Saskatchewan, and 
Koch Valley - averaged 
approximately 306,400 barrels per 
day, a record year for Koch's 
involvement in these systems. 

This represents an increase of 
approximately 3,000 barrels per 
day over system-wide throughputs 
achieved in 1996. 

The accompanying financial 
statements of Koch Pipelines 
Canada, L.P. cover the relatively 
brief period from formation of the 
Partnership on November 27, 1997 
through December 31, 1997. 
During this period, the Partnership 
realized revenues of $8.4 million 
and declared a cash distribution of 
$5.1 million ($0.07 per unit) to 
unitholders of record as of 
December 31, 1997. This 
distribution was made in January, 
1998, and approximates one-twelfth 
of the 1998 distribution forecast 
noted in the Koch Pipelines Canada, 
L.P. final prospectus. 

Looking forward to 1998, our 
challenge will be to sustain the 
volume and revenue growth 


momentum we gained at the end of 
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last year. At the same time, we want to ensure safe, reliable 
pipeline operations and further advance our pipeline 
maintenance and integrity programs. 

During the first quarter of 1998, our attention was heavily 
focused on completing a series of capital projects linked to 
growth initiatives on our existing systems. At the time of the 
closing of the Koch Pipelines Canada, L.P initial public offering, 
we outlined an aggressive capital expenditure program involving 
a large capacity expansion project on the Bow River mainline 
pipeline system, crude oil gathering connections to several new 
battery locations, and various equipment upgrade projects to 
accommodate increasing volumes at current facilities. The total 
capital outlay for these projects was estimated to be $20.7 million, 
of which approximately $13.0 million is forecast to be expended 
in 1998. A subsidiary of Koch Industries, not the Partnership, 
will fund the expenditures for these particular projects. Iam 
pleased to report that, to date, the majority of these capital 
projects are either at or near completion. 

Also in 1998, we will look to increase Partnership value by 
pursuing new construction and acquisition opportunities outside 
the service areas of the Partnership's four existing pipeline 
assets. A region that is of particular interest is the oil sands 
corridor that extends from the Athabasca area in north central 
Alberta, through the Cold Lake region, to the crude oil injection 
hub on the Interprovincial Pipe Line system at Hardisty, Alberta. 
Crude oil production from new development projects within this 
corridor is expected to increase significantly. This, in turn, will 
give rise to new investment opportunities in the transportation 
infrastructure needed to move incremental crude oil production 
to market. 

Today the western Canadian oil industry is adjusting to a sharp 
decline in crude oil prices that recently saw the price of benchmark 
West Texas Intermediate sweet crude drop to a ten year low. 
Although prices have rebounded somewhat in recent weeks, the 
near-term outlook remains highly uncertain. The management of 
Koch Pipelines Canada Ltd. recognizes that a prolonged low price 
environment could cause some oil producers to curtail low-margin 
production and/or postpone further development activity. However, 


the following observations should also be noted: 


v 
to date we have not observed any material shut-in of crude oil 
production in the service areas of the Partnership's pipelines due to 
well head price considerations; 

v 
heavy oil streams are more susceptible to shut-in than medium or 
light oil streams due to the combined effect of today's wide light-to- 
heavy oil price differentials and the current low overall price 
environment. Although some of the Partnership’s pipeline systems 
transport heavy oil streams, there is a range of quality and value of 
heavy oil. Oniy a relatively low percentage (approximately ten 
percent) of the oil delivered from the Partnership's pipelines is 
marketed as the lower quality and lower priced heavy oil; 

v 
the average throughput volume on the Partnership's pipelines during 
the first quarter of 1998 was higher than average receipts in 1997. 
Our revenue per barrel has also increased due to a toll increase 
associated with the mainline expansion work recently completed on 


the Bow River pipeline and other growth initiatives. 


The Partnership's management will strive to mitigate possible 
adverse impacts on cash distributions by maintaining a strong 
focus on our operating cost structure while meeting the high 
level of service our producer and shipper customers have come 
to expect. We also recognize that the current industry 
environment may yield acquisition and growth opportunities that 
we must be prepared to identify, evaluate and execute ona 
timely basis. 

We also plan to make investor relations a key priority in 
1998. Our objective is to create an investor relations capability 
that is widely recognized for its effectiveness and responsiveness. 

A final focus for 1998 will involve activities that are 
embedded as part of our culture at Koch. We will continuously 
challenge ourselves to find innovative ways to create value for 
our customers, and enhance value in the communities where we 
operate. In doing so, we will apply market-based principles to 


help put our ideas into action. 


In closing, I would like to thank 
you for your interest in Koch 
Pipelines Canada, L.P. For those of 
you that have been with us since we 
went public last November, we 
genuinely appreciate your support. 
For those of you considering a new 
investment opportunity, I invite you 
to participate in our impressive 
record of earnings stability and 
growth. And to our customers, 
employees and directors, | want to 
thank each of you for helping make 
1997 a very successful and 


memorable year. 


On behalf of Management and the Board of Directors 


ake 
David W. sae to 


President and Chief Executive Officer 


April 23, 1998 
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operations review 


The Partnership's pipeline assets 
consist of four, 100 percent owned 
and operated feeder pipeline 


systems. 


established 


These pipelines total approximately 2,400 miles in length and 
throughput in 1997 averaged 306,400 barrels per day. They 
currently serve more than 150 producers and over 40 shippers 
with connections to more than 230 batteries and 18 truck 


terminals. 
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Feeder Pipeline Overview 

Feeder pipeline systems such as the Partnership's assets 
gather crude oil directly from producer-owned production 
treating facilities (commonly known as ‘batteries’), truck 
terminals and other interconnecting gathering pipelines and 
deliver it to either regional refiners or to major export pipelines. 

Feeder pipelines are dependent upon and grow and evolve in 
response to the level of production, exploration and development 
activity in the region in which they are located. The Partnership will 
continue to seek out profitable new opportunities to connect 
additional batteries to these pipelines. Feeder pipelines in western 
Canada, including the Partnership’s assets, typically have not been 
regulated from a perspective of allowed rates of return. Management 
intends to follow the approach it has used successfully in the past: 
negotiating tolls with its customers in response to changing customer 


needs and alternatives. 


The Pipeline Assets 

The Partnership's pipeline assets consist of four 100 percent 
owned and operated feeder pipeline systems: the Bow River 
Pipeline System, the Koch Alberta Pipeline System, and the Koch 
Valley Pipeline System in Alberta and the Mid-Saskatchewan 
Pipeline System in Saskatchewan. These pipelines total 
approximately 2,400 miles in length, and throughput in 1997 
averaged 306,400 barrels per day. They currently serve more 
than 150 producers and over 40 shippers with connections to 
more than 230 batteries and 18 truck terminals. No single 
producer accounts for more than about 15 percent of the total 


throughput volume. 


1997 Average Daily Throughput by Pipeline System 


Average Percentage of 
Pipeline System Daily Throughput Total Throughput 

(MbbIs/d) 
Bow River Pipeline System 192.6 63% 
Koch Alberta Pipeline System 635 21% 
Mid-Saskatchewan Pipeline System 43.1 14% 
Koch Valley Pipeline System EDP 2% 
Total 306.4 100% 


bow river pipeline system 

The Bow River Pipeline System 
was built in 1964. The system carries 
two streams of crude oil: a blend of 
heavy and medium crude oil, and 
a light sour crude oil. All 
of the light sour crude oil and 
approximately two-thirds of the Bow 
River ‘A’ crude oil is transported north 
to the Gibson terminal at Hardisty, 
Alberta for delivery to either the 
Interprovincial Pipe Line (IPL) or the 
Express Pipeline. 

Approximately one-third of the 
Bow River ‘A crude oil receipts are 
transported south to the Murphy- 
owned export pipeline at Milk River, 
Alberta for delivery to refineries in the 
United States. The Bow River Pipeline 
System transported approximately 
63 percent of the volumes shipped on 
the Partnership's pipelines in 1997. 

A number of projects were 
initiated on the Bow River Pipeline 
System in 1997 that are anticipated to 
add approximately 20,600 bbls/d of 
throughput. In November, Koch 
began construction of 34-miles of 10- 
inch pipeline between Princess station 
and Throne station. In addition, 
pumping capacity was increased at 
four existing stations from Princess 
through Throne and a new boost 
station was added between Throne 
and Hardisty. This pipeline 
construction, to be completed in May 
1998, will provide the Partnership 
with at least three pipelines in parallel 


between Tilley and Hardisty providing 
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bow river pipeline system _ 


greater flexibility than a single, larger Bow River Pipeline System 


diameter pipeline. Construction also 


began on seven new battery 


ing the 
Coe including Hardisty Terminal/Truck Terminal 


consolidation of three existing ALBERTA 


connections into one larger battery 
connection. 


Vv 


iN 


The corridor served by the Bow River Throne Station/Truck Terminal 7 


Pipeline System continues to be an 
attractive area for a number of key 
producers as a result of significant land 


Stanmore Booster/Truck Terminal 


holdings they have in the area and 


auljadig ssa1dx3 


relatively low costs to explore, drill and 
produce. Although the Bow River ‘A Pollockville Booster/Truck Terminal 
crude oil stream contains heavy oil 


components, it realizes a higher price than 


other typical heavy oil blends due to its C\ 


unique composition and attractiveness to Pouce lection 


a broad group of end user refineries. Tilley Sp ation / Ariss Sot aia 


Accordingly, we anticipate ongoing 


development in this area even in a lower Hays Station/Tryck fermninal 


ci hak : XD g are # 
oil price environment. From these 4 pe vedcne i 


developments we expect opportunities to Fincastle Station/Truck Terminal 


make new gathering connections and Horsefly Junction 


Lethbridge Chin Coulee Booster 


provide capacity upgrades at existing 


connections. 


Murphy Milk River Station 
bow river pipeline system 


at-a-glance 


Bow River Pipeline System 
Type: crude oil feeder pipeline and Third Party Pipelines 


gathering system @ Terminal 


Length: 1,525 miles (2,450 km) 


Area: southeastern Alberta Average Daily Throughput 
Delivery Point: - IPL system and Express 


Pipeli Hardi 
aa : ‘ phe heise (thousands of barrels per day) 1998F 19979) 1996 S051 904 
- Murphy Pipeline at 


Milk Raveet iberel Bow River ‘A’ Crude Oil 181.1 165.28 S16G0Ur S7meicon 
Capacity: 239,600 bbls/d Light Sour Crude Oil 24.9 P27. 48 CARO 


1997 Throughput: 192,600 bbls/d of Total 206.0 192.6 197.8 191.6 169.6 
Bow River ‘A and light 
sour crude 
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koch alberta pipeline system 


Koch Alberta Pipeline System 


Edmonton mis a 


Petro Canada Refinery 
_______ Trans Mountain Terminal 
—__ & Interprovincial Terminal 


Hay Lakes Booster 


Duhamel Booster 


New Norway Injection 


Bashaw Booster 


Nevis 
Booster 


Red Deer 
" a] " 


‘ 
oy 
xe! 


Stettler Station/Truck Terminal 


ALIBI RETA 


West DrumhellerStation/Truck Terminal 


_ Drumheller 


Koch Alberta Pipeline System 
Third Party Pipelines 
@ Terminal 


The Koch Alberta Pipeline 
System was constructed in the early 
1950s to serve oilfields between 
Drumheller, Alberta and Stettler, 
Alberta, and was acquired by Koch 
in 1991. The system transports 
light crude oil from south central 
Alberta north to a refinery in 
Edmonton and to the IPL and Trans 
Mountain pipelines at Edmonton. 
The Koch Alberta Pipeline System 
transported approximately 21 percent 
of the volumes shipped on the 
Partnership's pipelines in 1997. 

v 
A number of key producers who have 
significant land holdings in the 
corridor served by the Koch Alberta 
Pipeline System continue to explore 
and drill for new reserves. The 
Partnership intends to aggressively 
pursue new gathering opportunities 
which arise within the service area of 


this system. 


Average Daily Throughput 


(thousands of barrels per day) 1998F 1997 1996 1995 1994 
Light Sour Crude Oil 59.2 60.0 626 642 586 


Light Sweet Crude Oil 3S 3.5 4.1 1.8 a7 
Total 62.7 63.5 66.7 66.0 61.3 


koch alberta pipeline system 
at-a-glance 


Type: crude oil feeder pipeline and 
gathering system 

Length: 390 miles (627.5 km) 

Area: south central Alberta 


Delivery Point: - IPL system and Trans 
Mountain Pipeline at 
Edmonton, Alberta 
- arefinery in Edmonton 
- Amoco Rangeland 
Pipeline at Joffre, 
Alberta 


Capacity: 73,900 bbls/d 


1997 Throughput: 63,500 bbls/d of 
light crude 
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mid-saskatchewan pipeline system 


The Mid-Saskatchewan Pipeline 
System was constructed in the 
early 1950s to serve oilfields in 
the Coleville and Smiley areas of 
Saskatchewan, and was acquired 
by Koch in 1973. The system 
gathers and transports crude oil 
from fields near Kindersley and 
Kerrobert, Saskatchewan to the 
IPL system at Kerrobert. The Mid- 
Saskatchewan Pipeline System 
transported approximately 14 percent 
of the volumes shipped on the 


Partnership's pipelines in 1997. 


Vv 
Recent heavy oil discoveries have 
increased drilling activity in the area of 
this system. Although the heavy oil 
blend transported on this system is 
more susceptible to reduced well head 
pricing, key producers in this area 
continue to produce at increasing 
levels, and significant new reserves 
have been identified. However, the 
pace at which these reserves will be 
brought on stream is uncertain in the 
current low price environment. This 
system is well positioned to participate 


in future development. 
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Mid-Saskatchewan Pipeline System 


Kerrobert 
ry 


Kerrobert 
Terminal 


a ; Dodsland 
e 
h 


Mt 
“Proving. 
Coleville IP. 
e © Ling 
SMILEY/WHITESIDE DODSLAND AREA 
HOOSIER AREA SR “ 
AREA Fea 


“X smiley XY 
Station \ A Dodsland Station 
and 
Coleville Truck Terminal 
Station and 


Truck Terminal 


e 
Kindersley 
MARENGO/MANTARIO 
PLATO 
SASKATCHEWAN AREA 
—— Mid-Saskatchewan Pipeline System 
Third Party Pipelines 
@ Terminal 
Average Daily Throughput 
(thousands of barrels per day) I99SF 1997, 3 199C ROU semoo 
Heavy Blend Crude Oil eoper me PAA ksh) ion 9.8 
Light Sweet Crude Oil 13.2 13.4 13.3 San 3-906 
Total 46.7 43.1 32:1 2/1 Seen 


mid-saskatchewan pipeline system 
at-a-glance 


Type: crude oil feeder pipeline and gathering system 
Length: 334 miles (537 km) 

Area: west central Saskatchewan 

Delivery Point: IPL system at Kerrobert, Saskatchewan 
Capacity: 63,200 bbls/d 


1997 Throughput: 43,100 bbls/d of heavy blend and light sweet crude oil 
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koch valley pipeline system 


Koch Valley Pipeline System 


Madden Meter Station 


Wildcat Hills 
Gas Plant 


Jumping Pound 
Gas Plant 


Calgary 


Elbow River 
Pump Station 


Cremona 
Junction 


Priddis Janetion 


ALBERTA 


Turner Valley 
Meter Station 


Koch Valley Pipeline System 
Third Party Pipelines 
@ Terminal 


Average Daily Throughput 
(thousands of barrels per day) UC@elm UR A IIs) Rs) ee 


Condensate 6.7 VP 6.4 6.1 6.7 


koch valley pipeline system 
at-a-glance 


Type: condensate feeder pipeline 

Length: 151 miles (243 km) 

Area: southwestern Alberta 

Delivery Point: Federated Cremona Pipeline at Madden, Alberta 
Capacity: 12,100 bbls/d 


1997 Throughput: 7,200 bbls/d of condensate 


This system transports 
condensate from gas plants at 
Waterton, Jumping Pound and 
Wildcat Hills to the Federated 
Cremona Pipeline at Madden, all in 
southwestern Alberta. The Koch 
Valley Pipeline System transported 
approximately two percent of the 
volumes shipped on the 


Partnership's pipelines in 1997. 


v 
The contract with the producer owning 
over 90 percent of the volumes on this 
system comes due for renewal at the 
end of October 1998. The Partnership 
expects that this contract will be 
extended at more favourable terms to 
the Partnership than the initial 
contract. 

Vv 
There have been several recent new 
gas discoveries in the areas near the 


three plants served by this pipeline. 
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future activities 


1998 Objectives 


Safe, Efficient and Reliable Operations 
The Partnership's objective 
is to continue to provide safe, 
environmentally responsible, 
efficient and reliable crude oil 
transportation for its customers. 
It will achieve this by continuing its 
efforts to identify and eliminate 
risks of leaks or equipment failures. 
For example, Koch, not the 
Partnership, is continuing a multi- 
year program to internally inspect 
and repair, as necessary, many key 
segments of these pipelines. The 
Partnership will continue to focus on 
optimizing operating costs across all 
areas of these systems with a vision 
of becoming the long-term lowest 
cost pipeline operator in the western 


Canadian basin. 
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Revenue Growth Opportunities 

As the General Partner, Koch Pipelines Canada Ltd. intends to 
aggressively pursue new crude oil gathering opportunities within 
the service areas of the four pipeline assets owned by the 
Partnership. We expect to complete new field battery 
connections and capacity upgrade projects to attract incremental 
volume to the systems. The Partnership will also continuously 
review the competitiveness of our market-based pipeline tolls 
and truck terminal fees. Additionally, the Partnership will look to 
make attractive, profitable investments in transportation 
infrastructure outside the service areas of the existing assets. 
These investments may take the form of asset acquisitions or 
grass-root construction projects in regions with strong growth 


potential. 


Creative Transportation Solutions 

We recognize that to be a successful pipeline business, the 
Partnership must provide creative transportation solutions to our 
customers. This will require continued emphasis on 
understanding and meeting customer needs with respect to 
Capital project execution, oil movement and batch scheduling, 
storage services, oil quality measures, maintenance planning, 


and the reporting of operational and accounting information. 
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management's discussion anq ana 


are expected to come rom 


The 1998 forecast contained in the Koch Pipelines Canada 


L.P. final prospectus dated November 18, 1997 indicated a 


full year distribution of $0.88 per unili 


KOCH PIPELINES CANA 


Average 
Daily Throughput 


(mbbls/d) 3221 


306.4 
303.0 
291.0 


261.0 


94 95 96 97 98F 
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Financial Discussion 


The Partnership acquired its pipeline assets on the same date the Partnership became a 
publicly traded entity. Accordingly, the financial results reported in the attached financial 
statements are for the period from November 27, 1997 to December 31, 1997. 

The forecast results contained in the Partnership's final prospectus are for the calendar 
year 1998. Accordingly, there are no forecast amounts to compare against the 
Partnership's 1997 results from operations. Generally, financial results for the period 
ended December 31, 1997 were positive, and throughputs on the Partnership's systems 
were strong (325,700 barrels per day), well above the average daily throughputs for 1997 
(306,400 barrels per day). 


Revenues 
Revenues for the period ended December 31, 1997 totalled $8.4 million or 


approximately $0.74 per barrel of throughput. 


Expenses 

Operating expenses for the period ended December 31, 1997 totalled $1.9 million or 
approximately $0.17 per barrel of throughput. 

General and administrative expenses for the period ended December 31, 1997 totalled 
$0.5 million or approximately $0.04 per barrel of throughput. 

The General Partner earns a management fee equal to 2.0 percent of the Partnership's 
annual operating cash. For the period from November 27, 1997 to December 31, 1997, 


management fees amounted to $120,000. 


Capital and Pipeline Inspection Expenditures 

Aggregate capital expenditures of approximately $20.7 million to be incurred on 
projects underway or approved at the time of the initial public offering are being funded by 
Koch, not the Partnership. These capital expenditures are being incurred to increase 
throughput and capacity and enhance product stream management flexibility. 

Also, a pipeline inspection and repair program was underway at the time of the initial 
public offering, and Koch is funding up to $10 million of the Partnership’s expenses for this 
program. The Partnership will be responsible for any costs in excess of $10 million related 
to this program. 

From November 27, 1997 to December 31, 1997, all but $29,000 of the Partnership's 


$4.8 million in capital and pipeline inspection expenditures were funded by Koch. 


Distributable Cash 
Distributable cash for the 35 day period from November 27, 1997 to December 31, 
1997 was $5.1 million. A cash distribution of $0.07 per unit distribution was paid in 


January 1998. This distribution was roughly proportional to one-twelfth of the $0.88 per unit 


distribution forecast for the calendar year 1998 in the Koch Pipelines Canada, L.P. final 
prospectus. 

The Partnership’s net income for the period ended December 31, 1997 was $1.8 
million after considering non-cash items such as depreciation. However, because of the 
tax depreciation and other tax deduction items, there was no income for tax purposes 
allocated to partners in 1997. Accordingly, the $0.07 per unit distribution for 1997 is 
considered a return of capital, and will reduce the adjusted cost base of each unit for 


purposes of calculating the capital gain or loss upon the ultimate disposition of the unit. 


Liquidity and Capital Resources 

As discussed above, capital expenditures for projects approved or underway at the time 
of the closing of the offering are being funded by Koch and not the Partnership. The 
aggregate estimated total capital cost of these projects was $20.7 million, of which 
$13 million was expected to be made in 1998. An additional $1.8 million in maintenance 
capital spending was forecast to be made by the Partnership in 1998. Future capital 
expenditures, other than the Koch funded projects mentioned above, will be funded by the 


Partnership through its revolving credit facility, cash or the issuance of additional units. 


Outlook 

The Partnership's financial results in 1998 will reflect a full year of operations. The 
1998 forecast contained in the Koch Pipelines Canada, L.P. final prospectus dated 
November 18, 1997 indicated a full year distribution of $0.88 per unit. This forecast was 
based on, among other variables, average throughputs in 1998 totalling 322,100 barrels 
per day. The increases in throughput over 1997 were expected to come from development 
projects underway by producers in the geographic areas of the Partnership's pipeline 
systems. 

Management has not identified any material shut-ins along the Partnership's systems 
resulting from the current low oil price environment. The increases in throughput volumes 
expected from development activity, however, have not occurred as quickly as originally 
forecast. Management still believes the 1998 forecast distributable cash to be achievable 
over the remainder of 1998, given lower than expected partnership funded operating 
costs, and the identification of new projects and throughput that were not identified at the 
time of the forecast. 

The expected income for taxation purposes is expected to be approximately 60 percent 
of the amount of cash distributions to partners in 1998. The exact amount of income 
allocated to partners for tax purpose, and the portion of distributions considered a return 
of capital will depend on several variables, including the performance of the business, 
amounts of distribution, and amounts of capital expenditure actually incurred during 


the year. 
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Business Risks 

Future throughput on the pipelines and replacement of crude oil reserves in their service 
areas will be dependent upon the success of producers operating in those areas in 
developing their existing reserve bases and exploring for and developing additional reserves. 

Sustained low crude oil prices could lead to a decline in drilling activity and production 
levels or the shutting-in or abandonment of marginal wells. The Partnership will be 
dependent on continuing crude oil exploration and development activity and technological 
improvements leading to increased recovery rates in order to offset natural declines in crude 
oil production in areas served by the pipelines. Without such developments, the volumes of 
crude oil transported through the pipelines will decline over time as reserves are depleted. 

West Texas Intermediate (WTI) crude oil price is a benchmark for light crude oils. To the 
extent that heavier oil is priced below this benchmark, the difference is referred to as the 
‘light-to-heavy price differential’. 

In the early months of 1998, WTI prices have declined substantially from the prices of 
one year ago. Concurrent with this is a widening of light-to-heavy crude oil price 
differentials, causing a greater decline in the wellhead prices received by producers for 
heavy oil. 

In the past, though, there has been little correlation between WTI prices and overall 
annual throughputs on the Partnership's pipeline systems. 

Pipelines have historically had the best safety record in the North American 
hydrocarbon transportation industry. As compared to natural gas pipelines, crude oil 
pipelines have a lower risk of incidents such as fire or explosion. The principal risks 
associated with crude oil pipelines are the property damage and cleanup expenses from 
unintended discharges, or of increased obligations imposed by new or revised regulations. 
The General Partner undertakes a number of preventative initiatives to promote safe and 
efficient operations, and to mitigate the risk of loss from pipeline leaks and crude oil spills. 
Also, the Partnership carries comprehensive insurance including sudden and accidental 
pollution coverage. 

The General Partner is working in conjunction with a larger effort by Koch Industries, 
Inc. and its affiliates to address the Year 2000 computer issue. The Koch Industries, Inc. 
Year 2000 project is executive sponsored, and is targeted for completion prior to year end 
1999. This project includes the assessment and upgrading of financial and reporting 
systems, and field equipment to ensure Year 2000 compliance. Also, Koch is planning to 
assess critical business associates of the Partnership for Year 2000 readiness. The 
Partnership will be charged its appropriate share of the costs to address the Year 2000 
computer issue. Presently, management of the General Partner does not expect the cost 
amounts associated with becoming Year 2000 compliant will have a material effect on the 


Partnership’s financial position or results of operations. 
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Management's Responsibility for Financial Statements 


The accompanying financial statements of Koch Pipelines Canada, L.P. (the "Partnership") and all 
information in this Annual Report are the responsibility of the management of the General Partner, Koch 
Pipelines Canada Ltd., and have been approved by the Board of Directors of Koch Pipelines Canada Ltd. The 
financial statements have been prepared by the General Partner in accordance with Canadian generally 
accepted accounting principles and include certain estimates that reflect the General Partner's best 
judgements. Financial information contained throughout this Annual Report is consistent with these financial 
statements. 

The General Partner has developed and maintains an extensive system of internal control that provides 
reasonable assurance that all Partnership transactions are accurately recorded, that the Partnership's financial 
statements realistically report the operating and financial results and that the Partnership's assets are 
safeguarded. 

In accordance with the Partnership Agreement, Ernst & Young, an independent firm of chartered 
accountants, was appointed by the General Partner to audit the Partnership's financial statements and 
provide an independent professional opinion. 


Koch Pipelines Canada Ltd. (General Partner), 


on behalf of Koch Pipelines Canada, L.P S) 
Bee fag, 
David W. Fesyk D. Mark Alenius, C.A. 
President and Chief Executive Officer Vice-President, Finance and Chief Financial Officer 


April 14, 1998 


Auditors’ Report 


To the Partners of Koch Pipelines Canada, L.P. 


We have audited the balance sheet of Koch Pipelines Canada, L.P. (the "Partnership") as at December 31, 
1997 and the statements of operations and distributable cash, partners' equity and cash flows for the period 
from formation of the Partnership on October 9, 1997 to December 31, 1997. These financial statements 
are the responsibility of the management of Koch Pipelines Canada Ltd. (the "General Partner") on behalf of 
the Partnership. Our responsibility is to express an opinion on these financial statements based on our audit. 

We conducted our audit in accordance with generally accepted auditing standards. Those standards 
require that we plan and perform an audit to obtain reasonable assurance whether the financial statements 
are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the 
amounts and disclosures in the financial statements. An audit also includes assessing the accounting 
principles used and significant estimates made by management, as well as evaluating the overall financial 
statement presentation. 

In our opinion, these financial statements present fairly, in all material respects, the financial position of 
the Partnership as at December 31, 1997 and the results of its operations and the changes in its financial 
position for the period from formation of the Partnership on October 9, 1997 to December 31, 1997 in 


accordance with generally accepted accounting principles. 


Sieur TOOSER 


Chartered Accountants 


Calgary, Canada 
March 2, 1998 
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balance sheet 


As at December 31 
(thousands of dollars) 


1997 
Assets 
Current 
Cash 1,085 
Accounts receivable 16,486 
Prepaid expenses 343 
Instalment receipts due 150,000 
167,914 
Deferred capital and pipeline inspection expenditures 25,234 
Capital assets 660,388 
7 853,536 
Liabilities and Partners’ Equity 
Current 
Distributable Cash payable 5,124 
Accounts payable and accrued liabilities 12,076 
Note payable 150,000 
167,200 
Partners' equity 
Class A units 351,607 
Class B units 334,729 
686,336 
853,536 


See accompanying notes 


On behalf of the Board of Koch Pipelines Canada Ltd., 


as General Partner of the Partnership: 


ee 


Director 
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Director 


statement of partners’ equity 


Period from formation to December 31, 1997 
(thousands of dollars) 


Limited Partners General Partner 
Class A Units Class B Units Total 
Capital contributions $ 353,313 $ 336,353 $ 689,666 
Net income for the period 919 875 1,794 
Distributions (2,625) (2,499) (5) 124) 
Partners' equity, end of period $ 351,607 $ 334,729 $ 686,336 


See accompanying notes 


statements of operations and 


distributable cash 


Period from formation to December 31 
(thousands of dollars, except per unit amounts) 


1997 
Revenue $ 8,437 
Expenses 
Operating 1,949 
General and administrative 501 
2,450 
Income before the following deductions 5,987 
Depreciation 4,073 
Management fees 120 
Net income for the period $ 1,794 
Add (deduct) 
Depreciation $ 4,073 
Capital and pipeline inspection expenditures (4,795) 
Capital and pipeline inspection expenditures prepaid 
by the Partnership 4,766 
Reserve to be used for future distributions (714) 
Distributable cash for the period $ 5,124 
Per Class A and B unit amounts 
Net income $ 0.02 
Distributable cash $ 0.07 


See accompanying notes 
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statement of cash flows 


Period from formation to December 31 
(thousands of dollars) 


1997 


Operating Activities 
Net income for the period 


Depreciation 


Cash flow from operations 
Net change in non-cash working capital 


Cash provided by operating activities 


Investing Activities 
Acquisition of pipeline assets 


Additions to capital assets 


Reduction in deferred capital and pipeline inspection expenditures 


Cash used in investing activities 


1,794 
4,073 
5,867 

371 
6,238 


(689,666) 
(4,795) 
4,766 

(689,695) 


Financing Activities 
Partners! capital contributions 
Instalment receipts due 
Note payable to General Partner 
Partnership distributions 


Cash provided by financing activities 


Increase in cash during the period 
Cash, beginning of period 
Cash, end of period 


See accompanying notes 
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$ 


689,666 
(150,000) 
150,000 

(5,124) 
684,542 


notes to financial statements 


December 31, 1997 
(tabular amounts in thousands of dollars, except for unit amounts) 


1. Formation And Structure Of The Partnership 


The Partnership was formed with nominal capital as a limited partnership, under 
the laws of Alberta pursuant to an agreement dated October 9, 1997 (the "Partnership 
Agreement"), made between Koch Pipelines Canada Ltd., (the "General Partner") and 
687371 Alberta Ltd., as the original limited partner. On November 27, 1997 the 
Partnership acquired $689.6 million of net pipeline assets from the General Partner 
(see note 3) and sold 37,500,000 Class A Units on an instalment basis to the public 
(see notes 4 and 6). 


The Partnership's business activities are related to the transportation, storage, 


marketing, and processing of hydrocarbons in Canada. 

The Partnership is dependent on the General Partner for the administration and 
management of all matters relating to the operation of the Partnership. 

Under the Partnership Agreement, the General Partner is entitled to recover all 
direct and indirect expenses, including general and administrative expenses, incurred 
on behalf of the Partnership. The General Partner also receives an annual base fee 
equal to 2 percent of the Partnership's annual "Operating Cash" as defined in the 
Partnership Agreement. In addition, the General Partner is entitled to earn an annual 
incentive fee of between 15 percent and 35 percent of the Partnership's annual 
Distributable Cash in excess of $1.01 per unit to $1.19 per unit respectively; an 
acquisition fee of 1.0 percent of the purchase price of any assets acquired by the 
Partnership (excluding the pipeline assets originally acquired); and a disposition fee of 
0.5 percent of the sale price of any assets sold by the Partnership. 

The Partnership will distribute, on a quarterly basis, Distributable Cash to holders 
of the Partnership Units. Distributable Cash is defined in the Partnership Agreement 
and generally means net income of the Partnership, adjusted for non-cash items and 
further adjusted for certain reserves, and is intended to allow the Partnership to retain 
cash as required to meet its ongoing liquidity and capital requirements. 

Under existing income tax legislation, the Partnership is not subject to income 
taxes; however, the limited and general partners of the Partnership are subject to tax 
on their proportionate interest in the income for tax purposes earned by the 


Partnership. 
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2. Summary Of Significant Accounting Policies 


Capital assets 

Expenditures for system expansion and major renewals and betterments are 
capitalized; maintenance and repair costs are expensed as incurred. Depreciation of 
pipeline facilities and equipment commences when the pipelines are placed in 
commercial operation and is provided on a declining balance basis over their 
estimated service lives which range from 15 to 25 years. The service life for pipeline 
systems is determined with reference, together with other factors, to the estimated 
remaining life of the crude oil reserves expected to be gathered on the particular 


pipeline systems. 


Future site restoration and abandonment costs 

Pipeline operations will be charged with any costs associated with the future site 
restoration and abandonment of the pipeline assets. The potential costs of 
abandonment will be a function of a number of factors, including regulatory 
requirements at the time of abandonment, the size of the pipeline and the pipeline's 
location. Abandonment requirements can vary considerably, ranging from emptying 
the pipeline to removal of the pipeline and reclamation of the right-of-way. It is 
expected that portions of the pipeline assets will be abandoned over time, and the 
costs of smaller abandonments, not expected to be material in any particular year, will 
be charged to operating expense in the year of abandonment. At such time as the 
timing and cost of abandoning substantial portions of the pipeline assets can 
reasonably be determined, estimated costs will be provided over the remaining life of 


the pipeline assets. To date, no provision for such future costs has been recorded. 


Measurement uncertainty 

The amounts recorded for depreciation of capital assets and the projections of 
future site restoration costs are based on estimates. By their nature, these estimates 
are subject to measurement uncertainty and the effect on the consolidated financial 


statements of changes in such estimates in future years could be significant. 


Financial instruments 

Financial instruments of the Partnership consist of cash, accounts receivable, 
instalment receipts due, Distributable Cash payable, accounts payable and accrued 
liabilities and note payable. As at December 31, 1997 there were no significant 
differences (other than the instalment receipts due and note payable) between the 
carrying amounts of these financial instruments reported on the balance sheet and 


their estimated fair values. 


3. Acquisition Of Pipeline Assets 
On November 27, 1997, the Partnership acquired certain pipeline assets 
previously owned by the General Partner and its affiliates. The pipeline assets consist 
of the Bow River Pipeline System, the Koch Alberta Pipeline System, the Koch Valley 


Pipeline System and the Mid-Saskatchewan Pipeline System. 


The acquisition has been accounted for as a purchase and the purchase price has 


been allocated according to the estimated fair values of the assets acquired as follows: 


Capital assets $ 659,666 
Deferred capital and pipeline inspection expenditures (a) 30,000 
$ 689,666 


Consideration paid for the assets consisted of: 


35,700,000 Class B Partnership Units issued $ 336,353 
Cash ZO sais 
Note payable to the General Partner 150,000 

$ 689,666 


(a) On November 27, 1997 certain capital improvements and a pipeline inspection 
and repair program were ongoing on the assets acquired from the General Partner. 
The estimated costs of these two projects were $20 million and $10 million, 
respectively. To facilitate the sale of the pipeline assets, the Partnership paid $30 
million to an affiliate of the General Partner to complete these projects on the 
Partnership's behalf. The capital improvements and inspection and repair costs will 
be capitalized and charged to expense, respectively, when the expenditures are made 
by the affiliate. $4.76 million of these amounts were expended during the period 


ended December 31, 1997. 


4. Instalment Receipts Due And Note Payable 

The total subscription price for the Class A Units of $375 million is payable on an 
instalment basis. On November 27, 1997, the Partnership received $225 million, 
being the initial instalment of $6.00 per Class A unit for the 37,500,000 Class A Units 
issued. The final instalment of $4.00 per Class A Unit totalling $150 million is payable 
on or before November 27, 1998. 

The Class A Units are pledged to the Partnership as collateral for the payment of 
the final instalment. The Partnership has assigned to the General Partner its 
entitlement to the final instalments and its rights and entitlements under the pledge of 


the Class A Units to the Partnership as collateral for the note payable. 
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carrying values. 


5. Credit Facility 


ended December 31, 1997. 


6. Partners' Capital 


Authorized 


Unlimited number of Class B partnership units 


(a) Class A Partnership units outstanding 


Unlimited number of Class A Limited Partnership units 


Balance, October 9, 1997 
Issued for cash and instalment receipts 
Cancellation of founding limited partner's unit 


Because the instalment receipts due and note payable amounts are non-interest 


bearing, the discounted value of each is estimated to be $6.9 million less than their 


The Partnership has a $50 million unsecured demand operating credit facility with 
a Canadian chartered bank. Advances under the facility can take the form of prime 
based loans, Libor loans, banker’s acceptances or letters of credit, at the Partnership's 


option, and will bear interest at market rates. The facility was not used in the period 


Balance, December 31, 1997 


(b) Class B Partnership units outstanding 


Balance, October 9, 1997 
Issued to acquire pipeline assets 


Balance, December 31, 1997 


(c) Net income and Distributable Cash 


# 
1 1 
37,500,000 S5a/g13 
(1) (1) 
37,500,000 353,313 
# 
35,700,000 93 5;303 
35,700,000 336,353 


Class A and Class B units share equally on a pro rata basis in the allocation of net 


income and Distributable Cash. The amount reported for net income and 


Distributable Cash per Class A and B unit is based on the pro rata share and the 


weighted average number of Class A and Class B units outstanding for the period from 


issuance to December 31, 1997. 
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7. Related Party Transactions 

Included in revenues is $830,000 earned from affiliates of the General Partner in 
the normal course of operations. These amounts are recorded at their exchange 
amounts. 

Operating and general and administrative expenses include direct costs incurred 
by affiliates of the General Partner on the Partnership's behalf and an allocation of 
operating and general and administrative expenses from these affiliates based 
primarily on time spent on the activities associated with Partnership operations. Such 
amounts are incurred in the normal course of operations and are recorded at an 
estimate of the cost for such expenses. 

Amounts due to the General Partner and its affiliates are non-interest bearing and 
have no fixed repayment terms. At December 31, 1997, balances payable between 
the Partnership and affiliates of the General Partner include $1.5 million in accounts 


receivable and $1.2 million in accounts payable and accrued liabilities. 
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partnership information 


Directors and Officers, Koch Pipelines Canada Ltd. (General Partner) 


David W. Fesyk, Director, President and Chief Executive Officer 


David joined Koch in 1991 and has held several senior positions with Koch's Canadian 


crude oil marketing, transportation and commercial development operations. Most 
recently David held the positions of General Manager, Business Development and Vice 
President, Transportation of Koch Oil Co. Ltd. Prior to joining Koch, David gained 
experience in both the upstream and downstream sectors of the oil and gas industry 
through employment with Esso Petroleum Canada Ltd. and geological consulting 
firms. David graduated from Arizona State University in 1984 with a Bachelor of 
Science degree in Earth Science. He also earned a Master of Business Administration 


degree from the University of Calgary in 1993. 


Randolph C. Aldridge, Director 
Mr. Aldridge is President of Koch Canada Ltd. Mr. Aldridge has over 25 years 


engineering, marketing and management experience, including eight years as President 


of Koch Oil Co. Ltd. in Calgary, and the last three years as President of Koch Oil 
Company in Wichita, Kansas. In April of 1998, Mr. Aldridge returned to Calgary, 
Alberta, where he was appointed President, Koch Canada Ltd. Mr. Aldridge attended 
Texas A&M where he received a Bachelor of Science in Chemical Engineering. He went 
on to earn a Master’s Degree in Management Science from the University of Texas at 


Dallas. 


Stephen K. Kromer, Director 
Mr. Kromer has been President of Koch Exploration Canada Ltd., an indirect 
subsidiary of Koch Industries since 1994 and has held various positions with Koch 
since 1982. In April of this year, Mr. Kromer was named Chief Information Officer for 


Koch Industries, Inc., and has relocated from Calgary, Alberta to Wichita, Kansas. 


Joseph W. Moeller, Director 
Mr. Moeller is Executive Vice-President of Koch Industries, Inc. and is a member of the 
Koch Industries, Inc. board of directors. Mr Moeller has been directly involved in the 


management of Koch’s Canadian businesses for over ten years. 


Derek Brown, Director 
Mr. Brown has been an Adjunct Professor of Finance in the Joseph L. Rotman School 
of Management and prior thereto a Special Lecturer at the University of Toronto since 
October 31, 1996. Prior thereto Mr. Brown was Vice-President and Director of RBC 


-Dominion Securities Inc., an investment dealer. 
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Keith FE. Miller, Director 
Mr. Miller is a Partner with Burnet, Duckworth & Palmer. Since 1980, he has practiced 
regulatory law, principally before the National Energy Board and the Alberta Energy 


and Utilities Board. 


R. Timothy Swinton, Director 
Mr. Swinton has been President and Director of Western Provinces Resources Ltd. since 
June 1997. Mr. Swinton was Chairman and Chief Executive Officer of Kenting Energy 
Services Inc., an oilfield services company, between January 1997 and May 1997 when 
such company was acquired. Prior thereto Mr. Swinton was Chairman and Chief 


Executive Officer of Enserv Corporation, a diversified oilfield services company. 


Frank Janzen, P. Eng., Vice-President Operations 


During his 22-year tenure with Koch, Frank has been directly involved in the 


operation and management of the Pipeline Assets. Frank joined Koch in 1975 asa 
Field Engineer with the Bow River and Mid-Saskatchewan Pipeline Systems, and was 
promoted to Senior Engineer in April, 1984, with a further promotion to President of 
Bow River Pipe Lines Ltd. and Mid-Saskatchewan Pipe Lines, Ltd. in August, 1984. 
Since October 1991, Frank has also served as Vice-President of Koch Pipelines Ltd., 
which owned the Koch Alberta and Koch Valley Pipeline Systems. Frank graduated 
from the University of Calgary in 1975 with a Bachelor of Science Degree in Electrical 


Engineering. 


D. Mark Alenius, C.A., Vice-President, Finance and Chief Financial Officer 
Mark joined Koch Oil Co. Ltd. in 1990, and has held senior accounting and tax 
positions with Koch's Canadian businesses. Prior to joining the General Partner in 
January, 1998, Mark held the position of Controller of Koch Exploration Canada, Ltd. 
Mark's experience before joining Koch includes working with Collins Barrow Chartered 
Accountants from 1984 to 1990, and the Canadian Imperial Bank of Commerce in 
1983 and 1984. Mark graduated from the University of Alberta with a major in 


Finance in TOSS: 


Mark Wilkerson, Corporate Secretary 
Mark has been an attorney with Koch Industries, Inc. for over three years and has 
worked with many of Koch's businesses in various capacities. He currently supports 
many of Koch's Canadian companies as Assistant Secretary, Legal Affairs. Prior to 
joining Koch, Mark practiced with the Kansas City, Missouri, law firm of Smith, Gill, 


Fisher and Butts (now part of Bryan Cave, L.P.) for nearly six years. 
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Definitions 


°API: means the gravity or density of the liquid petroleum products as 


defined by the American Petroléum Institute. 


Heavy crude oil: Heavy crude oil generally means crude oil having a 


gravity less than 25° API (or a density greater than 904 kg/m’). 


Medium crude oil: Medium crude oil generally means crude oil having 
a gravity of more than 25° API (ora density less than 904 kg/m’), but 


less than 30° API (or a density greater than 875 kg/m’). 


Light sour crude oil: Light sour crude oil means crude oil having a 
gravity greater than 30° API (or a density less than 875 kg/m’) and 


which has a sulphur content more than 0.5 per cent by weight. 


Light sweet crude oil: Light sweet crude oil means crude oil having a 
gravity greater than 30° API (or a density less than 875 kg/m’) and 
which has a sulphur content less than or equal to 0.5 per cent by 


weight. 


Condensate: means a mixture mainly of pentanes and heavier 
hydrocarbons that is recovered from natural gas wells, and that is liquid 


at typical atmospheric temperature and pressure. 


Abbreviations 


DDI ee wea barrel(s) 

bbi/d ....... barrel(s) per day 

Mbbi/d ...... thousand barrels per day 
MMbbI ...... million barrels 
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This prospectus constitutes a public offering of securities only in those jurisdictions where they may be lawfully offered for sale and therein only by persons 
permitted to sell such securities. No securities commission or similar authority in Canada has in any way passed upon the merits of the securities offered hereunder 
and any representation to the contrary is an offence. 
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37,500,000 Class A Limited Partnership Units 


(represented by Instalment Receipts) 


This prospectus qualifies the distribution of 37,500,000 Class A limited partnership Units (the “Class A Units”) of Koch Pipelines Canada, L.P. (the 
“Partnership”’). 

The Partnership is a limited partnership established under the laws of the Province of Alberta which has been organized to acquire Canadian crude oil 
pipelines owned and operated by various direct and indirect subsidiaries (collectively, “Koch Canada”) of Koch Industries, Inc. (“Koch Industries”). 
Upon completion of this offering, Koch Industries (pronounced “‘coke”) will hold a 48.8% indirect interest in the Partnership and Koch Pipelines Canada 
Ltd. (the “General Partner”), an indirect, wholly-owned subsidiary of Koch Industries, will be the general partner of the Partnership. 

The Pipeline Assets to be acquired by the Partnership are Koch Canada’s 100% owned and operated interests in the Bow River, Koch Alberta, Mid- 
Saskatchewan and Koch Valley Pipeline Systems. The Pipeline Assets, with a total of approximately 2,400 miles of pipeline, constitute one of the largest 
crude oil feeder pipeline businesses in Canada, transporting approximately 303,000 bbls/d of crude oil and condensate in 1996 (approximately 19.4% of 
Canadian conventional crude oil and condensate production). The aggregate purchase price for the Pipeline Assets is approximately $689.7 million. See 
“The Partnership — Acquisition of Pipeline Assets”. 

The Class A Units are offered hereby at a price of $10.00 per Class A Unit on an instalment basis. An initial payment of $6.00 per Class A Unit is payable 
on the closing of this offering and the final instalment of $4.00 per Class A Unit is payable on or before November 27, 1998. The Class A Units will be 
pledged to the Partnership to secure the obligation of the Unitholders to pay the final instalment of the purchase price of the Class A Units. Prior to the 
final instalment being paid, beneficial ownership of the Class A Units will be represented by instalment receipts (the “Instalment Receipts”). If a 
registered holder of an Instalment Receipt does not pay the final instalment on or before the due date, the Class A Units represented by such registered 
holder’s Instalment Receipt may be sold, in which case the registered holder shall remain liable for any deficiency in the proceeds of such sale. See 
“Details of the Offering”. The Partnership will assign its entitlement to the final instalments under the Instalment Receipts and its rights and entitlements 
under the pledge of the Class A Units to the General Partner as security for the deferred portion of the purchase price of the Pipeline Assets. See “The 
Partnership — Acquisition of the Pipeline Assets”. 

Only persons who are residents of Canada, or, if partnerships, are Canadian partnerships, in each case, for purposes of the Income Tax Act (Canada) 
(the “Tax Act”), may purchase or own Class A Units pursuant to this offering or thereafter acquire Class A Units. Ownership restrictions are also 
applicable to persons an interest in which would be a “tax shelter investment” for purposes of certain proposed amendments to the Tax Act and to 
certain persons associated with Koch. See “The Partnership Agreement — Transfer of Class A Units and Ownership Constraints”. 

There is presently no market through which the Class A Units or the Instalment Receipts may be sold. The offering price of the Class A Units has been 
determined by negotiation among the General Partner, as general partner of the Partnership, Koch Industries and the Underwriters. An investment in 
the Class A Units is subject to certain risks that should be considered by prospective purchasers. The market price of the Class A Units from time to 
time will be sensitive to a variety of market conditions including, but not limited to, interest rates. A rise in interest rates may result in a decline in the 
market price of the Class A Units. See “Risk Factors”. 

Certain conflicts of interest could arise because of the relationships among Koch Industries and its subsidiaries (collectively, “Koch”), including the 
General Partner, and the Partnership. See “Conflicts of Interest and Fiduciary Responsibility”. 

The Partnership anticipates distributing’ Distributable Cash (as defined herein) in respect of the quarters ending March, June, September and 
December in each year to Unitholders of record on the last day of such quarter. Payments will be made on or about the 30th day after each record date. 
The distribution in respect of the initial period from closing of the offering to December 31, 1997 is expected to be paid on January 30, 1998 to 
Unitholders of record on December 31, 1997. See “The Partnership Agreement — Quarterly Cash Distributions”. 

The Toronto Stock Exchange has conditionally approved the listing of the Class A Units and Instalment Receipts. Listing is subject to the Partnership 
fulfilling all the requirements of such exchange including distribution of the Class A Units to a minimum number of public holders. 

In the opinion of counsel, the Class A Units, represented by Instalment Receipts, will, at the date of closing, be eligible for investment under certain 
statutes as set out under “Eligibility for Investment”. On and after listing of the Class A Units on a prescribed stock exchange, the Class A Units will also 
be qualified investments under the Tax Act and the regulations thereunder for trusts governed by registered retirement savings plans, registered retirement 
income funds or deferred profit sharing plans. Class A Units will constitute foreign property under the Tax Act for such plans. See “Eligibility for 


Investment”. 
Price: $10.00 per Class A Unit, of which $6.00 is payable on closing 


Underwriters’ Net Proceeds 
Price Fee to the Partnership‘’ 
Per Class A Unit 
Initial Instaliie nterpner ere terete reiterate ste cee 0e. ee we Sache ib ere a Ss eR Wratena's $ 6.00 $0.525 $5.475 
Final Instaline ntarpee were rameter to tei crt cle cleo cde eo oie tomes ne aoskteoeverenn SS e sehals 4.00 — 4.000 
otal per Clasce Am fl seen MN Viel ca eiete encase Af cawie so pasa e ewe $10.00 $0.525 $9.475 
Total Offering eer ee ee fiers a oe vectra ma sly as ordi stn 46 tye aes $375,000,000 $19,687,500 $355,312,500 


Note: 

(1) Before eae expenses of the issue estimated at $2,000,000 which, together with the Underwriters’ fee, will be paid by the Partnership out of the proceeds 
of this offering. 

The Underwriters, as principals, conditionally offer the Class A Units, subject to prior sale, if, as and when issued, sold and delivered by the Partnership 

and accepted by the Underwriters in accordance with the conditions contained in the Underwriting Agreement referred to under “Plan of Distribution” 

and subject to the approval of certain matters on behalf of Koch and the Partnership by Burnet, Duckworth & Palmer, Calgary and on behalf of the 

Underwriters by Milner Fenerty, Calgary. 

Subscriptions will be received subject to rejection or allotment in whole or in part and the right is reserved to close the subscription books at any time 

without notice. It is expected that closing of this offering will occur on or about November 27, 1997, or such later date as the General Partner, Koch 

Industries and the Underwriters may agree but in any event not later than December 31, 1997. It is expected that the Instalment Receipts will be 

available for delivery at the closing. 


KOCH * 


PIPELINES CANADA, L.P. PIPELIN 


oe ALBERT, 


Ss 
sant 


SASKATCHEY 


HARDISTy 

| 
_— 
. KERROBERT 

z a ie 

3 S55, 

& Weg 

i 2, 


SOUTH SASKATCHEWAN __PL 


REGIN}} 


MURPHY 
MILK RIVER 


pe oe us z a 2. = — Se Se ee 


EXPRESS PL. 


MONTANA 


MONTANA 
REFINING CO. 


al CONOCO INC. j 


EXXON CO. 
| 
BILLINGS 
CENEX 


~ WYOMING 


LEGEND: 
al Refinery —— Koch Albert 


Mm Terminal Mid-Saskat 
Bow River Pipeline System —— Koch Valley 


ASSETS AND MAJOR EXPORT PIPELINES 


7 


MANITOBA 


poem chs 


PINE BEND 
REFINERY 


wan Pipeline System Third Party Pipeline Systems 


peline System 


KeKOCH * ‘PIPELINE 


PIPELINES CANADA, L.P. ASSETS 


AL a 
WAN 


1s ROSEN Ge SNES leet sieceset ase 


ALBERT. 
SKATCHE 


ksnosecean 


HARDISTY 


SA 


KERROBERT 


EXPRESS PL 


= 
2 
mh 
S 
Pa 
S 
AY 


MURPHY 
MILK RIVER 


LEGEND: 


Terminal 
Bow River Pipeline System ——= Koch Valley Pipeline System 


Koch Alberta Pipeline System | —— Third Party Pipeline Systems 


——= Mid-Saskatchewan Pipeline System 


TABLE OF CONTENTS 


SUN NA RAY SPP SP AGN I) SOL eee 
GEOSSARYya23 fee nore ete oe Ne 
ABBREVIATIONS AND CONVERSIONS 
THE:rPARTNERSHIP®. Se 2:5, SS 37R 0.00 
Acquisition of the Pipeline Assets.......... 
Quarterly Cash Distributions .............. 
Ownership and Management Structure ..... 
OVERVIEWZQOF, KOGH» jscilecsin-k- wl. od 
BUSINESS AND ASSETS OF THE 
PARLIN Bis L Pig at sy Fre fied aie tec: 
Intraduetion «ta. dancl-adT- cantar Cie 
Relationship with Koch’s Pipeline and 
Relinery Bustiess=.. (tg50 . , eee ee. 
Partnership's Business Strategy 2. .... 
Pipeline Business«Oyeryiew) els os i .!-ah« 0. 
Bow River Pipelines Systetie ttn Ae oa 
Koch Alberta Pipeline System............. 
Mid-Saskatchewan Pipeline System ........ 
Koch Valley Pipeline System 
OTHER MATTERS RELATING TO THE 
PIPELINE ASSES amnste tea) did octt-pok 35 
Pipeline Rights-of-Way and Land Tenure ... 
Shipper and Producer Relations ........... 
Labour, Relations:..27sts gece ot are 
Capital Expansion Projects 
Costs. of Abandoninent | pi ance ee oo 
Pipeline Integrity and Environmental Matters 
ACQUISITIONS auete te aie. eee Sa 
TNSUPSNCE f ecee ee a. Gee Meee TE, Ss 
GC OMIPe IN Ol rrr ners eet een hoe on 
INDUSTRY CONDITIONS. . +917 dee he 
MANAGEMENT'S DISCUSSION AND 
ANALYSIS OF FINANCIAL 
CONDITION AND RESULTS OF 
OPERATIONS (te axnct oeetuate feet lio « 
FINANCIAL FORECAST OF KOCH 
PIPETINES* CANADA? EPR FR te 
THE GENERAL PARTNER®. fre. 20) 20% &: 
Directors and Officers of the General Partner 
Support Agreements We. OM eae eet 
THE PARTNERSHIP AGREEMENT ...... 
BUSINESS uu Ae. Soe 2 oth « AER SH 
CapiialiZaiOnlic. nye costh Roe peegmne MeL. Bee 
Capital Gomer butions’ i 9 wats Lt ek 
Distributions Hyer ets Be, ERO, 


Manapement’ 0. 2: tratias, (oc keene eee 
Independent Directors 
Restrictions on Authority of 

General Barmieregn. os. ce ee eer 


Compensation and Reimbursement of 
CFOnClalpParineh eer Geel, aes es esto se 
Activities and Liability of Limited Partners. . 
Transfer of Class A Units and 
Ownership: Gonstraints: »..).@uiesdu etl. on 3 
fLake-Over bidsises.4) . Byers Ak 
Powenrof (Attomeyint!. < oes.) Leta so. ue 
Withdrawal or Removal of 
theiGenerabPartmened Anlbain. tohest. Ji-. . 
Amendment of Partnership Agreement ..... 
Meetings and.Votne? jo tcaive cadens osx 
Indemiminication sites ne gente fee A «Gc 
Books and Reports. 2.0% 4<\«-2 clears SB 
Right to Inspect Partnership Books and 
Retotdstie tien Pate Ne bde Hog. 20. 
Termination, Dissolution and Liquidation ... 
CASH DISTRIBUTION 
REINVESTMENT PUAN? 480% 22 he 
CAPITALIZATION OF THE 
DAR ANTE RSL ec mntereenG. 2 d0lae 
TECTIA CUMLY Eamset ce Serra hae ig ome 214 Be, 
BOroOwWine eR Ostriclionsm enorme nee... AAs iO 
PIPELINE ASSETS DEVELOPMENT ..... 
CONFLICTS OF INTEREST AND 
FIDUCIARY RESPONSIBILITY ........ 
Restrictions on Activity of General Partner 
anduits Aniiates spy ene wear? tte 


Partne he seers «eed ee i «BER 


DE TAMES, OF THE ORRERINGS »§ 4s fee 
CANADIAN FEDERAL INCOME TAX 
CONSIDERATIONS cargescs ae haan She 


MATERIAL CONTRACTS 
th GALENLAST TE BRIS. A OGL Pe ee 
INTEREST OF MANAGEMENT AND 
OTHERS IN MATERIAL 
PRAEN SACS ONS Ere ay ors wads cates huis 
AUDITORS, REGISTRARS AND 
TRANSFERTAGENTS 7), GONuG S10 TR 
PURCHASERS’ STATUTORY RIGHTS ... 
FINANCIAL STATEMENTS INDEX...... 
CERTIFICATE OF THE PARTNERSHIP 
ONL RON OR BRS eae Res Fice ee «os + 
CERTIFICATE OF THE 
WIND BROW RIT ERS igs sient os > een tie 
SCHEDULE A — LIMITED 
PARTNERSHIPAGRBEMENT 2%: 22:4. 


Page 


SUMMARY 


The following summary is qualified by and should be read in conjunction with the more detailed information 
appearing elsewhere in this prospectus. Reference is made to “Glossary” for the meanings of certain defined terms. 


The Partnership 


The Partnership is a limited partnership established under the laws of the Province of Alberta pursuant to the 
Partnership Agreement. The Partnership has been organized initially to acquire the Pipeline Assets which are 
comprised of Koch Canada’s 100% owned and operated interests in four feeder pipeline systems located in Alberta 
and Saskatchewan. The Pipelines, with a total of approximately 2,400 miles of pipeline, constitute one of the largest 
crude oil feeder pipeline businesses in Canada, transporting approximately 303,000 bbls/d of crude oil and 
condensate in 1996 (approximately 19.4% of Canadian conventional crude oil and condensate production). The 
aggregate purchase price for the Pipeline Assets is approximately $689.7 million. The book value of the Pipeline 
Assets to Koch Canada was approximately $210 million at July 31, 1997. See “The Partnership — Acquisition of 
Pipeline Assets”’. 


The general partner of the Partnership is Koch Pipelines Canada Ltd. (the “General Partner”), an indirect 
wholly-owned subsidiary of Koch Industries. See “The Partnership Agreement”. 


The Partnership will acquire the Pipeline Assets from the General Partner in consideration for 35,700,000 
Class B Units, representing a Partnership Interest of approximately 48.8%, and approximately $353.3 million in 
cash, of which $203.3 million will be paid on closing and $150.0 million will be due and payable on November 27, 
1998 and secured by an assignment of the Partnership’s entitlement to the final instalment of the purchase price of 
the Class A Units. See “The Partnership — Acquisition of the Pipeline Assets”. 


Koch 


Koch Industries, headquartered in Wichita, Kansas, was established in 1940, and, through its various direct and 
indirect subsidiaries (collectively, ““Koch”), is active in virtually all phases of the oil and gas industry. Koch owns 
and operates one of North America’s largest liquids pipeline systems which includes more than 31 crude oil, refined 
products, natural gas liquids, ammonia and natural gas pipelines in Canada and the United States. Koch is also 
involved in chemicals, chemical technology products, asphalt products, energy services, minerals, capital services 
and agriculture. Forbes Magazine recently ranked Koch as the second largest privately held company in the United 
States based on revenues, which were in excess of U.S.$28 billion in calendar 1996, representing a more than 
100-fold growth in revenues since 1967. 


Koch commenced business in Canada in 1959, and since that time has grown to become the largest exporter 
and one of the largest refiners of Canadian crude oil. Koch is also the largest shipper of crude oil on the 
Interprovincial Pipe Line system (the “IPL Pipeline”), accounting for over 14% of total crude oil volumes on the 
IPL Pipeline in 1996. In addition to its Canadian crude oil marketing and pipeline businesses, Koch is engaged in oil 
and gas exploration and production, natural gas marketing, capital services and crude oil trucking in western 
Canada. Koch also owns a non-operated 50% interest in the South Saskatchewan pipeline system, a feeder pipeline 
system located in Saskatchewan, which will not be acquired by the Partnership. 


Koch Canada currently owns and operates the Pipeline Assets. Upon closing of the offering, Koch Industries 
will, indirectly through the General Partner, hold Class B Units representing a 48.8% Partnership Interest. 


Issue: 


Issue Price: 


Amount: 


Use of Proceeds: 


Class A Units: 


Distributions: 


Instalment Payment 
Arrangements: 


The Offering 


37,500,000 Class A Units of the Partnership represented by Instalment 
Receipts. 


$10.00 per Class A Unit of which $6.00 is payable upon closing of this offering 
and $4.00 is payable on or before November 27, 1998. 


$375,000,000 


The net proceeds from the initial instalments on the Class A Units, after 
deducting expenses of the offering estimated at $2.0 million, are expected to be 
approximately $203.3 million. The net proceeds will be used by the Partnership 
to pay a part of the cash portion of the purchase price of the Pipeline Assets 
pursuant to the Asset Purchase Agreement, being approximately 
$203.3 million. The net proceeds of $150.0 million from the final instalments 
on the Class A Units will be paid by the Partnership to the General Partner in 
satisfaction of the deferred portion of the purchase price for the Pipeline 
Assets. 


Each Class A Unit represents an equal undivided limited partnership interest 
in the Partnership. Each Class A Unit is transferable (subject to requirements 
in connection with a transfer referred to under “The Partnership 
Agreement — Transfer of Class A Units and Ownership Constraints”), 
entitles the holder to participate in distributions from the Partnership equally 
with the holders of Class B Units, including distributions of Distributable 
Cash, is not subject to future calls or assessments (except pursuant to the 
Instalment Receipt Agreement) and entitles the holder to limited liability. 
Only in certain circumstances is a holder entitled to vote at meetings of 
Limited Partners, as the holder would lose the benefit of limited liability if the 
holder participated in the management or control of the Partnership. In 
circumstances where the holder is entitled to vote, the holder will be entitled to 
one vote for each whole Class A Unit held. See “The Partnership 
Agreement — Meetings and Voting”. 


The Partnership will distribute Distributable Cash to holders of Class A Units 
and holders of Class B Units on a quarterly basis. See “The Partnership 
Agreement — Quarterly Cash Distributions”. The Partnership anticipates 
distributing Distributable Cash in respect of the quarters ending March, June, 
September and December in each year to Unitholders of record on the last day 
of such quarter. Payments will be made on or about the 30th day after each 
record date. The distribution in respect of the initial period from closing of the 
offering to December 31, 1997 is expected to be paid on January 30, 1998 to 
Unitholders of record on December 31, 1997. As closing is expected to occur 
on or about November 27, 1997, the distribution in respect of the initial period 
will not reflect a full quarter of operations. 


The purchase price for the Class A Units is payable on an instalment basis. 
Prior to the final instalment payment, beneficial ownership of the Class A 
Units will be represented by the Instalment Receipts. The initial instalment of 
$6.00 per Class A Unit is payable on the closing of this offering and the final 
instalment of $4.00 per Class A Unit is payable on or before November 27, 
1998 (not later than 5:00 p.m. local time at the place of payment on such 
date). The Class A Units will be pledged to the Partnership as security for the 
payment of the final instalment and will be held by the Security Agent, initially 
on the Partnership’s behalf. The Partnership will secure its obligation to pay 
the deferred portion of the purchase price for the Pipeline Assets by an 
assignment to the General Partner of its entitlement to the final instalments 


4 


Rights of Instalment Receipt 
Holders: 


Eligibility for Investment: 


Tax Considerations: 


under the Instalment Receipts and its rights and entitlements under the pledge 
of the Class A Units to the Partnership. The recourse of the General Partner 
against the Partnership in respect of the deferred portion of the purchase price 
will be limited to the assignment of the rights and entitlements of the 
Partnership under the Instalment Receipt Agreement. There will not be any 
recourse by the General Partner to the Partnership in respect of any final 
instalments under the Instalment Receipts that are not paid. 


As soon as practicable after payment of the final instalment, the registered 
holder of an Instalment Receipt will receive a certificate representing the 
underlying Class A Units. If a registered holder of an Instalment Receipt does 
not pay the final instalment on or before the due date, the Class A Units 
represented by such Instalment Receipt may be sold and the registered holder 
shall remain liable for any deficiency if the proceeds of such sale are 
insufficient to cover the amount of the final instalment and the costs of sale 
(such costs of sale not to exceed $1.00 per Unit). 


Registered holders of Instalment Receipts will be entitled, in the manner set 
forth in the Instalment Receipt Agreement described herein, to fully 
participate in all payments and other distributions, to exercise any votes 
attached to the Class A Units represented by such Instalment Receipts, and to 
receive periodic reports and other materials in like manner as if they were 
registered holders of the Class A Units, unless they have defaulted on their 
obligations under the Instalment Receipts. See “Details of the Offering — 
Instalment Receipts”. 


In the opinion of counsel, the Class A Units represented by Instalment 
Receipts will, at the date of closing, not be precluded for investment under 
certain statutes as set forth under “Eligibility for Investment”. In addition, in 
the opinion of counsel, the Class A Units will, on and after listing of the 
Class A Units represented by Instalment Receipts on a prescribed stock 
exchange, be qualified investments under the Tax Act and the regulations 
thereunder for trusts governed by registered retirement savings plans, 
registered retirement income funds or deferred profit sharing plans. The 
Class A Units, however, will constitute foreign property under the Tax Act for 
such plans. See “Canadian Federal Income Tax Considerations”. 


Limited Partners will be required to include or will be entitled to deduct, in 
computing income, a pro rata share of the income or loss for tax purposes of 
the Partnership allocated to the Limited Partner pursuant to the Partnership 
Agreement for the fiscal period of the Partnership ending in such Limited 
Partner’s taxation year whether or not a distribution is made in cash to such 
Limited Partner by the Partnership. The amount of income allocated to a 
Limited Partner may exceed or be less than the amount of cash distributed to 
such Limited Partner. 


Prospective purchasers should consult their own tax advisors regarding the tax 
implications of an investment in Class A Units. See “Canadian Federal 
Income Tax Considerations”’. 


Ownership and Management Structure 


The following chart summarizes the ownership and management structure of the Partnership upon closing of 
this offering and acquisition of the Pipeline Assets by the Partnership. 


Public 
(Class A Unitholders) 


Koch Industries 


100%” 


General Partner 51.2% Limited 
(Class B Unitholder) Partnership Interest’” 


48.8% General 
Partner Interest 


Koch Pipelines 
Canada, L.P. 


Pipeline Assets 
—Bow River 

—Koch Alberta 
—Mid-Saskatchewan 
—Koch Valley 


Notes: 


(1) Indirectly wholly-owned by Koch Industries. 

(2) On closing of this offering, Class A Unitholders will own 51.2% of the Partnership, subject to the obligation to pay the final instalment under 
the Instalment Receipt Agreement on or before November 27, 1998. The Class A Units will be pledged to the Partnership to secure the 
obligation to make the final instalment under the Instalment Receipt Agreement. The Partnership will assign its rights and entitlements 
under the Instalment Receipt Agreement as security to the General Partner. See “Details of the Offering — Instalment Receipts”. 


Business and Assets of the Partnership 


On the closing of this offering, the Partnership will acquire the Canadian crude oil pipelines and related assets 
owned and operated by Koch Canada. The Pipeline Assets are comprised of Koch Canada’s 100% interests in four 
feeder pipeline systems located in Alberta and Saskatchewan. 


The Pipeline Assets and associated business have the following characteristics: 


Strong Market Position: The Pipelines consist of approximately 2,400 miles of pipeline in total and constitute 
one of the largest crude oil feeder pipeline businesses in Canada, transporting approximately 303,000 bbls/d of crude 
oil in 1996 representing approximately 19.4% of Canadian conventional crude oil and condensate production. In 
1996, the areas serviced by the Pipelines in Alberta contained approximately 25% of Alberta’s estimated remaining 
recoverable conventional crude oil reserves. The areas serviced by the Mid-Saskatchewan Pipeline System 
contained approximately 10% of Saskatchewan’s estimated remaining recoverable conventional crude oil reserves in 


1995; 

History of Growth: From 1992 through 1996, the Pipelines, on a consolidated basis, have experienced growing 
revenue, cash flow and profitability, which have resulted from increasing throughput and growth in revenue per 
barrel. Throughput on the Pipelines has increased by 32.8% over this period, representing an aggregate annual 
compound growth rate of 7.3%. 


Reserve Stability: Government studies estimate that remaining recoverable crude oil reserves in areas serviced 
by the Bow River and Koch Alberta Pipeline Systems have increased from approximately 430 mmbbls in 1988 to 
approximately 540 mmbbls in 1996 and, in the areas serviced by the Mid-Saskatchewan Pipeline System, have 
remained relatively constant at approximately 96 mmbbls from 1988 to 1995. Over this period, approximately 800 
mmbbls of crude oil have been produced from the areas serviced by the Bow River and Koch Alberta Pipeline 
Systems and approximately 63 mmbbls have been produced from the areas serviced by the Mid-Saskatchewan 
Pipeline System. See “Business and Assets of the Partnership — Reserves”. 


Diversified Production and Customer Base: The Pipelines gather and transport crude oil from over 2,000 
producing reservoirs, in approximately 200 fields, on approximately 22 million acres of oil and gas lands in Alberta 
and Saskatchewan, and provided crude oil transportation services to approximately 154 producers and 44 shippers in 
August, 1997. These customers include some of the largest oil and gas exploration and production companies in 
Canada including AEC, Amoco, Canadian Natural, Crestar, Gulf Canada, Mobil, Norcen, PanCanadian, 
Renaissance and Wascana. 


Experienced Management: Through the General Partner, the Partnership should benefit from the experience 
and capabilities which Koch has developed in building and operating one of the largest liquids pipeline businesses in 
North America. Koch Industries, through the General Partner, will retain an indirect 48.8% interest in the 
Partnership. The General Partner has agreed not to voluntarily withdraw as general partner for a period of five years 
from the closing of the offering except in certain limited circumstances. 


Reliable Operations: The Pipeline Assets have benefitted from maintenance programs developed and 
administered by Koch Canada and have experienced infrequent environmental incidents. The Pipelines have also 
benefitted from being monitored from Koch’s pipeline control centre located in Wichita, Kansas, which monitors 
and dispatches operating orders to approximately 31 of Koch’s pipeline systems. 


Opportunities for Growth: The Pipelines have generally experienced increasing throughputs over the last several 
years, and capital projects are currently approved or underway with an aggregate estimated cost of approximately 
$20.7 million which are anticipated to add a total of approximately 26,300 bbls/d of throughput to the Pipelines by 
the end of the first quarter of 1998. Koch will be responsible for the costs associated with these expansion projects. 


Bow River Pipeline System 


The Bow River Pipeline System, the largest of the Pipelines, is a 1,525-mile major crude oil feeder pipeline and 
gathering system. The system has a total throughput capacity of approximately 239,600 bbls/d, and transported 
approximately 197,800 bbls/d of heavy blend and light sour crude oil in 1996. The system gathers and transports 
crude oil from established producing fields in southeastern Alberta north for delivery to the IPL Pipeline and 
Express Pipeline system (the “Express Pipeline’) connections at Hardisty, Alberta (the second largest injection 
hub for delivery of crude oil into the IPL Pipeline), and south to the Murphy-owned pipeline at Milk River, Alberta. 
The Murphy pipeline delivers volumes to pipelines connected to refineries at Billings, Montana. 


The Bow River Pipeline System accounted for approximately 65% of the total volumes transported on the 
Pipelines in 1996. Average daily throughput on the system has increased at a compound annual growth rate of 7.5% 
during the period from 1992 through 1996. Approximately 93 producers and 36 shippers were served by the system 
in August, 1997, with production volumes from facilities operated by AEC, Crestar, Norcen, PanCanadian and 
Renaissance together accounting for over 50% of the throughput volumes on the system in August, 1997. 


The Bow River Pipeline System was constructed by Koch and a partner in 1964 and 1965 and initially serviced 
an area with less than 10,000 bbls/d of available crude oil volumes. Koch purchased the remaining 50% interest in 
the system in 1973. Since 1992, mainline expansions to the southbound lines have increased capacity from 
approximately 12,000 bbls/d to the current capacity of 96,200 bbls/d. It is expected that additional increases in 
production within the corridor of the Bow River Pipeline System will require the addition of new capacity to the 
northbound portion of the system, and construction of a mainline expansion to increase the total northbound 


capacity from 143,400 bbls/d to 159,800 bbls/d by the end of the first quarter of 1998 is scheduled to begin in 
November, 1997. 


Including the northbound mainline extension, expansion projects with an aggregate estimated cost of 


approximately $18.2 million, anticipated to add approximately 20,600 bbls/d of throughput, are scheduled for 
completion by the end of the first quarter of 1998. 


Koch Alberta Pipeline System 


The Koch Alberta Pipeline System is a 390-mile major crude oil feeder pipeline and gathering system. The 
system has a throughput capacity of approximately 73,900 bbls/d, and transported approximately 66,700 bbls/d of 
light crude oil in 1996. The system gathers and transports crude oil from established producing fields in south central 
Alberta north to refineries at Edmonton, and to the IPL Pipeline and the Trans Mountain pipeline system (the 
“Trans Mountain Pipeline”) at Edmonton. Included in the total volumes transported in 1996 were approximately 
4,100 bbls/d of light sweet crude oil delivered west to the Amoco Rangeland Pipeline near Red Deer, Alberta in 
1996. 


The Koch Alberta Pipeline System accounted for approximately 22% of the total volumes transported on the 
Pipelines in 1996. Average daily throughput on the system has increased at a compound annual growth rate of 5.0% 
during the period from 1992 through 1996. Approximately 54 producers and 36 shippers were served by the system 
in August, 1997, with production volumes from facilities operated by Canadian Natural, PanCanadian, Renaissance 
and Ulster together accounting for over 55% of the throughput volumes on the system in August, 1997. 


The Koch Alberta Pipeline System was originally constructed in the early 1950s to serve oil fields between 
Drumheller and Stettler, Alberta. The system was acquired by Koch in 1991. Minor expansion projects on the 
system are currently being evaluated. 


Mid-Saskatchewan Pipeline System 


The Mid-Saskatchewan Pipeline System is a 334-mile major crude oil feeder pipeline and gathering system. 
The system has a total throughput capacity of approximately 63,200 bbls/d, and transported approximately 
32,100 bbls/d of crude oil in 1996. The system gathers crude oil from several established producing fields near 
Kindersley and Kerrobert in west central Saskatchewan, and transports it to the IPL Pipeline at Kerrobert. 


The Mid-Saskatchewan Pipeline System accounted for approximately 11% of the total volumes transported on 
the Pipelines in 1996. Average daily throughput on the system has increased at a compound annual growth rate of 
16.2% during the period from !992 through 1996. Average daily throughput in August, 1997 was 43,000 bbls/d. 
Approximately 42 producers and 19 shippers were served by the system in August, 1997, with production volumes 
from facilities operated by Amoco, Crestar and Phillips Petroleum together accounting for over 50% of the 
throughput volumes on the system in August, 1997. 


The Mid-Saskatchewan Pipeline System was originally constructed in the early 1950s to serve oil fields in the 
Coleville and Smiley areas of west central Saskatchewan, and was acquired by Koch in 1973. Projects currently 
planned for the system include shipping capacity expansions in the Marengo area, expansion of the Smiley boost 
station and the construction of an additional 80,000 barrel storage tank at the Kerrobert terminal. These projects 
have an estimated aggregate cost of approximately $2.5 million, and are anticipated to add approximately 
5,700 bbls/d of throughput to the system by the first quarter of 1998. 


Koch Valley Pipeline System 


The Koch Valley Pipeline System is a 151-mile condensate feeder pipeline system between Turner Valley and 
Madden in southwestern Alberta. The system has a throughput capacity of approximately 12,100 bbls/d, and 
transported approximately 6,400 bbls/d of condensate in 1996. The system receives condensate from the Nova 
Porcupine Hills Pipeline at Turner Valley, and from the Shell Jumping Pound and Petro-Canada Wildcat Hills gas 
plants to the west of Calgary for delivery into the Federated Cremona Pipeline. 


The Koch Valley Pipeline System accounted for approximately 2% of the total volumes transported on the 
Pipelines in 1996. Shell and Petro-Canada produced 99% and 1%, respectively, of the throughput volumes 
transported on the system in August, 1997. 


The pipeline between Turner Valley and the Priddis Junction was constructed during the 1930s and 1940s as 
part of the crude oil delivery system from the original Turner Valley oil fields to refineries then located in Calgary. 
One line has subsequently been used to transport condensate. The lines to the Jumping Pound and Wildcat Hills gas 
plants and the Madden meter station were built in the late 1960s and in 1993, respectively. Koch acquired the 
system in 1992. 


Throughput volumes on the Koch Valley Pipeline System have been relatively constant over the past several 
years. Alternatives are being considered for increasing volumes on the system, including the possible conversion of 


the system to transportation of natural gas liquids. A number of exploration and development projects are currently 
underway in the southern Alberta foothills, including those in the Moose Mountain, Waterton and Racehorse Creek 
areas. 


Partnership’s Business Strategy 


Historically, Koch has grown its Canadian pipeline business by providing an integrated package of services to 
crude oil producers and shippers. The Partnership expects that, while the General Partner is an affiliate of Koch and 
is the general partner of the Partnership, it should benefit from the experience and relationships Koch has developed 
over the past 38 years in acquiring, operating and expanding its crude oil pipeline business in Canada. The 
Partnership intends to pursue new business and expansion opportunities generated by exploration, development and 
exploitation activities undertaken in areas serviced by the Pipelines. The Partnership anticipates that it will continue 
to invest capital to pursue new connection opportunities, expand facilities and assets, segregate and/or blend 
different crude oil streams, build or acquire new assets and actively manage its asset base. 


Summary of Financial Forecast 


The financial forecast has been prepared by the management of the General Partner on behalf of the 
Partnership with an effective date of November 18, 1997 on the basis of assumptions made by the management of 
the General Partner. These assumptions are based on the judgment of the management of the General Partner of 
the most likely set of conditions and the Partnership’s most likely course of action, based on information existing at 
the date the forecast was prepared. The assumptions used in the preparation of the forecast, although considered 
reasonable by the General Partner at the time of preparation, may prove to be incorrect. 


Actual results for the forecast period will vary from the forecast results and variations may be material. There 
is no representation by the General Partner that actual results achieved during the forecast period will be the same, 
in whole or in part, as those forecasted herein. See “Financial Forecast of Koch Pipelines Canada, L.P.”. 


Forecast 
Year Ended 
December 31, 
19938‘) 


(thousands except 

per Class A Unit 
amounts) 
Revenue $94,459 
Operating expenses 22,114 
General and administrative expenses 4,745 
Management fee 1,370 
Net income $15,300 


$64,413 


Notes: 


(1) The forecast is for the period from January 1, 1998 to December 31, 1998. Unitholders will also be entitled to receive a distribution in 
respect of the initial period from closing of the offering, which is expected to occur on or about November 27, 1997, to December 31, 1997. 


(2) Distributable Cash per Class A Unit is based on the Class A Unit pro rata share of Distributable Cash and the number of Class A Units 
outstanding for the year. 


Summary of Selected Financial Information and 
Operating Data for the Pipeline Assets 


The following tables set forth a summary of selected financial information from the audited and unaudited 
combined financial statements for the Pipeline Assets for the periods indicated, as well as operating data. The 
combined financial statements are found commencing on page 84. 


Selected Financial Information 
Seven Months ended 
July 31, : Year ended December 31, 
1997 1996 1996 1995 


(unaudited) (unaudited) 
(thousands of dollars) 


Revenue 45,955 44,788 79,369 74,987 
Operating expenses (13,014) (10,176) (18,628) (18,611) 
General and administrative expenses (1,669) (1,484) (3,024) (2,738) 


Income before depreciation B1272 33,128 oye le 53,638 


Depreciation 
Net income before tax 


Maintenance capital expenditures 
Development capital expenditures 


Capital expenditures 


Selected Operating Data 


Average daily throughput of crude oil and condensate on the Pipelines for the periods indicated is set forth in 
the following table. 
Eight Months 


ended 
August 31,“ Year ended December 31, 


1997) 1996 1996 1995 1994 1993 1992 
(thousands of barrels per day) 


Average daily throughput 
Bow River Pipeline System 
Koch Alberta Pipeline System 
Mid-Saskatchewan Pipeline System 
Koch Valley Pipeline System 


(1) Throughput on the Pipelines is generally lower during the period from mid-March through early June due to seasonal factors such as road 


restrictions and battery maintenance which reduce crude oil receipts. 
(2) In addition to usual seasonal factors, throughput on the Pipelines was also reduced during March and April of 1997 as a result of operational 


disruptions on the IPL Pipeline. 


Average daily throughput on the Pipelines has increased at a compound annual growth rate of 7.3% during the 
period from 1992 through 1996. Average daily throughput was 314,300 bbls for the month of August, 1997. 


Governance 


The Partnership was formed as a limited partnership in order for Limited Partners to benefit from limited 
liability and, accordingly, Limited Partners are not permitted, in that capacity, to, among other things, take part in 
the administration, management, control or operation of the business of the Partnership. Pursuant to the Partnership 
Agreement, the General Partner has full power and exclusive authority to administer, manage, control and operate 
the business of the Partnership subject to certain limitations described under “The Partnership Agreement — 
Restrictions on Authority of General Partner”. The Partnership Agreement requires, however, that the General 
Partner have not more than seven directors of which not less than three must be Independent Directors. The 
Partnership Agreement further provides that during any period in which Koch Industries and its affiliates own, 
directly or indirectly, less than 30% of the issued and outstanding Units, not less than four of the directors of the 
General Partner must be Independent Directors. 


Compensation Arrangements 


The Partnership Agreement provides for an annual base fee equal to 2.0% of the Partnership’s annual 
Operating Cash to be paid to the General Partner. In addition, as an incentive for the General Partner to enhance 
the profitability of the Partnership and the cash distributions paid to Limited Partners, the General Partner will be 
entitled to earn incentive fees which will be payable annually in the amount of 15% of available Distributable Cash 
in excess of $1.01 per Unit annually but less than or equal to $1.10 per Unit annually, 25% of available Distributable 
Cash in excess of $1.10 per Unit annually but less than or equal to $1.19 per Unit annually and 35% of available 
Distributable Cash in excess of $1.19 per Unit annually. The General Partner will also be paid an acquisition fee 
equal to 1.0% of the purchase price of any New Assets acquired by the Partnership and a disposition fee equal to 
0.5% of the sale price of any assets sold by the Partnership. No acquisition fee will be payable in connection with the 
purchase of the Pipeline Assets by the Partnership. The General Partner will also be reimbursed for its general and 
administrative and other costs reasonably incurred in fulfilling the obligations of the General Partner to the 
Partnership, pursuant to the Partnership Agreement. All of the foregoing compensation arrangements and resulting 
payments to the General Partner are in addition to the distributions which will be made to the General Partner in 
respect of the Units held by it from time to time. See “The Partnership Agreement — Compensation and 
Reimbursement of General Partner’. 


Conflicts of Interest 


Certain conflicts of interest could arise because of the relationship among Koch and its affiliates, including the 
General Partner, and the Partnership. The Partnership Agreement contains provisions that allow the General 
Partner to take into account the interests of parties in addition to the Partnership in resolving conflicts of interest, 
and provisions that may restrict the remedies available to holders of Class A Units for actions taken that might 
otherwise constitute breaches of fiduciary duty. See “Conflicts of Interest and Fiduciary Responsibility”. 


Risk Factors 


Investment in the Class A Units is subject to a number of risks. The business of the Partnership is subject to 
the normal risks associated with the pipeline industry, including government and environmental regulation. In 
addition, the Partnership will be dependent upon the ability of the General Partner to manage the operations of 
the Partnership. Distributions to holders of Class A Units will be dependent upon the amount of Distributable 
Cash. Distributable Cash will, in turn, be entirely dependent upon the results of operations from the Pipeline 
Assets. Other risks include: (i) an absence of prior public markets for the Class A Units; (ii) no assurance of 
available capital for capital expenditures; (iii) financial risk of Partnership borrowing; (iv) dilution resulting from 
issuance of additional Class A Units; (vy) certain conflicts of interest arising from the General Partner’s 
relationship with Koch; (vi) no guaranteed rate of return on the Class A Units; (vii) limitations on Limited 
Partners’ ability to vote, manage and control the Partnership and remove the General Partner; (viii) loss of limited 
liability protection where a Limited Partner takes part in the control of the business of the Partnership; 
(ix) variations in actual results from forecast results for the forecast period; (x) competition; (xi) regulatory 
intervention; (xii) pipeline abandonment costs; (xiii) operational factors; (xiv) declining reserves or reductions in 
demand for crude oil leading to reductions in throughput and Distributable Cash; (xv) environmental costs and 
liabilities; (xvi) loss of association with Koch; (xvii) inherent capital gain in the Pipeline Assets; (xviii) failure of 
the General Partner to have sufficient assets to honor its indemnification; (xix) fluctuating distributions; 
(xx) limitations on the fiduciary obligations of the General Partner; and (xxi) sensitivity to a variety of market 
conditions including, but not limited to, interest rates. See “Risk Factors”. 


GLOSSARY 
Terms used in this prospectus but not otherwise defined have the meanings set forth below: 
“Act” means the Business Corporations Act, S.A. 1981, c. B-15, as amended. 
“affiliate” has the meaning ascribed thereto in the Partnership Agreement. 


“Asset Purchase Agreement” means the agreement to be dated the date of closing of this offering between the 
General Partner and the Partnership pursuant to which the Partnership will purchase the Pipeline Assets in 
exchange for 35,700,000 Class B Units issuable on closing and cash of $353,312,500, payable as to $203,312,500 on 
closing and as to $150,000,000 on the first anniversary of closing and includes a construction agreement between 
Bow River Pipe Lines Ltd., an affiliate of the General Partner, and the Partnership as described under “The 
Partnership — Acquisition of the Pipeline Assets” and a pipeline inspection and repair agreement between Bow 
River Pipe Lines Ltd. and the Partnership as described under “Other Matters Relating to the Pipeline Assets — 
Pipeline Integrity and Environmental Matters”, each of which will be dated the date of closing of this offering. 


“associate” has the meaning ascribed thereto in the Securities Act (Alberta). 
“Board of Directors” means the board of directors from time to time of the General Partner. 


“Bow River Pipeline System” means the 1,525-mile crude oil feeder pipeline and gathering system between 
Hardisty, Alberta and Milk River, Alberta owned and operated by Bow River Pipe Lines Ltd. See “Business and 
Assets of the Partnership — Bow River Pipeline System’’. 


“Class A Units” means Class A limited partnership units of the Partnership which are to be distributed to the 
public pursuant to this offering. 


“Class B Units” means Class B unlimited liability units of the Partnership which are to be held by the General 
Partner. 


“Custodian” means The Trust Company of Bank of Montreal. 


“Distributable Cash” means the cash to be distributed to Unitholders in respect of each calendar quarter, as more 
fully described under “The Partnership Agreement — Calculation of Distributable Cash”. 


“Express Pipeline” means the Express Pipeline system which extends from Hardisty, Alberta to Casper, Wyoming. 


“General Partner” means Koch Pipelines Canada Ltd., an indirect wholly-owned subsidiary of Koch Industries, 
incorporated under the laws of Alberta. 


“Independent Directors” means those members of the Board of Directors of the General Partner who are not 
officers, directors or employees of Koch (other than the General Partner). 


“Instalment Receipts” means the instalment receipts representing Class A Units to be issued pursuant to the 
Instalment Receipt Agreement. 


“Instalment Receipt Agreement” means the instalment receipt agreement to be dated the date of closing of this 
offering among the Partnership, the Underwriters, the Custodian and the Security Agent. 


“IPL Pipeline” means the Interprovincial Pipe Line system which extends from Edmonton, Alberta to Ontario. 


“Koch Alberta Pipeline System” means the 390-mile crude oil feeder pipeline and gathering system between 
Hussar, Alberta and Edmonton, Alberta owned and operated by Koch Pipelines Ltd. See “Business and Assets of 
the Partnership — Koch Alberta Pipeline System”. 


“Koch” means Koch Industries and its direct and indirect subsidiaries. Koch’s operations, including its ownership 
and operation of the Pipeline Assets, are carried on through various direct and indirect wholly-owned subsidiaries. 


“Koch Canada” means Bow River Pipe Lines Ltd., Mid-Saskatchewan Pipe Lines, Ltd., Koch Pipelines Ltd., Koch 
Oil Co. Ltd. and, unless the context requires otherwise, includes their respective subsidiaries. 


“Koch Industries” means Koch Industries, Inc., a Kansas corporation. 


“Koch Valley Pipeline System” means the 151-mile condensate feeder pipeline system between Turner Valley, 
Alberta and Madden, Alberta currently owned and operated by Koch Pipelines Ltd. See “Business and Assets of the 


Partnership — Koch Valley Pipeline System”. 
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“Limited Partners” means those persons, other than the General Partner, who from time to time hold Class A 
Units. 


“Mid-Saskatchewan Pipeline System” means the 334-mile crude oil feeder pipeline and gathering system near 
Kindersley and Kerrobert, Saskatchewan currently owned and operated by Mid-Saskatchewan Pipe Lines, Ltd. See 
“Business and Assets of the Partnership — Mid-Saskatchewan Pipeline System”. 


“New Assets” means assets other than the Pipeline Assets, if any, acquired by the Partnership from time to time 
after closing of this offering. 


“Non-Competition Agreement” means the agreement to be dated the date of closing of this offering between the 
General Partner and the Partnership pursuant to which the General Partner will agree to certain restrictions on 
business activities that may be in competition with the Partnership. 


“Operating Cash” means the operating cash of the Partnership as more fully described under “The Partnership 
Agreement — Calculation of Distributable Cash”. 


“Partners” means the General Partner, the Limited Partners and the holders of Class B Units. 


“Partnership” means Koch Pipelines Canada, L.P., the limited partnership established pursuant to the Partnership 
Agreement. 


“Partnership Agreement” means the limited partnership agreement dated as of October 9, 1997, among the General 
Partner, 687371 Alberta Ltd. as the initial limited partner and each person who is admitted to the Partnership as a 
Unitholder, a copy of which is appended to this prospectus. 


“Partnership Interest” means an ownership interest in the Partnership represented by Units. 
“person” has the meaning ascribed thereto in the Partnership Agreement. 


“Pipeline Assets” or “Pipelines” means all of the right, title and interest in the Bow River Pipeline System, Koch 
Alberta Pipeline System, Mid-Saskatchewan Pipeline System and Koch Valley Pipeline System, and certain 
miscellaneous assets used in connection with the operation of the foregoing pipeline systems (see “The Partnership 
— Acquisition of the Pipeline Assets”), currently owned by Koch Canada and to be acquired by the Partnership 
pursuant to the Asset Purchase Agreement. 


“Security Agent” means CIBC Mellon Trust Company. 
“subsidiary” has the meaning ascribed thereto in the Partnership Agreement. 


“Support Agreement” means the agreement to be dated the date of closing of this offering pursuant to which Koch 
will agree to provide the necessary personnel and services to the General Partner to permit the General Partner to 
fulfill its obligations to administer and manage the Partnership and to operate its business under the Partnership 
Agreement. 


“Tax Act” means the Income Tax Act (Canada) and the regulations thereunder, as amended. 


“Trans Mountain Pipeline” means the Trans Mountain Pipeline system which extends from Edmonton, Alberta to 
the Vancouver, British Columbia area. 


“Underwriting Agreement” means the underwriting agreement dated November 18, 1997 among the Partnership, 
Koch Industries and the Underwriters. 


“Underwriters” means, collectively, RBC Dominion Securities Inc., as lead underwriter, ScotiaMcLeod Inc., 
Nesbitt Burns Inc., CIBC Wood Gundy Securities Inc., Midland Walwyn Capital Inc., Goldman Sachs Canada, 
Lévesque Beaubien Geoffrion Inc., TD Securities Inc., Gordon Capital Corporation and Newcrest Capital Inc. 


“Unit” means a Class A Unit or Class B Unit, as applicable. 
“Unitholders” means, collectively, the holders of Class A Units and Class B Units. 


The following are definitions of certain technical terms used in this prospectus: 


“batching” means the sequential transportation of different crude oils or products through the same pipeline. 
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“condensate” means a mixture mainly of pentanes and heavier hydrocarbons that is recovered or recoverable from a 
natural gas well, and that may be gaseous in its reservoir state, but is liquid at standard conditions (ie. at typical 
atmospheric temperature and pressure). 


“crude oil” means the direct liquid product from oil wells, as distinguished from refined oils manufactured out of it, 
and, unless the context otherwise requires, includes condensate. 


“diluent” means a fluid added to heavier crude oils to reduce the viscosity of the crude oil and improve its 
transmissability through a pipeline. Condensate is the diluent used on the Bow River and Mid-Saskatchewan 
Pipeline Systems. 


“heavy blend crude oil” refers to medium or heavy crude oils when blended with condensate. 
“heavy crude oil” means crude oil having a gravity less than 25° API (or a density greater than 904 kg/m’). 


“lateral” means a crude oil pipeline that gathers crude oil directly from local crude oil production sites and delivers 
it, directly or indirectly, through other gathering pipelines to a pipeline system. 


“light sour crude oil” means crude oil having a gravity greater than 30° API (ora density less than 875 kg/m°*) and 
which has a sulphur content greater than 0.5% by weight. 


“light sweet crude oil” means crude oil having a gravity greater than 30° API (or a density less than 875 kg/m*) 
and which has a sulphur content less than or equal to 0.5% by weight. 


“looping” means the construction of additional pipeline where each end of that additional pipeline connects to an 
existing pipeline system, the purpose of which is to increase the throughput capacity of the pipeline system. 


“medium crude oil” means crude oil having a gravity greater than 25° API (or a density less than 904 kg/m?) but 
less than 30° API (or a density greater than 875 kg/m’). 


“pigging” means sending a cleaning tool through a pipeline segment, carried by the flow of the fluid in the pipeline, 
which is designed to remove accumulations of water, wax or other foreign material from the interior of the pipeline. 


“producer” means the operator or owner of crude oil production with whom arrangements are made for pipeline 
connections. 


“SCADA” means supervisory control and data acquisition. See “Other Matters Relating to the Pipeline Assets — 
Pipeline Integrity and Environmental Matters”. 


“suspended” means that the operation of a pipeline or pipeline segment is discontinued but the line is managed as if 
it is active including the maintenance of corrosion control measures. A suspended pipeline or pipeline segment may 
be returned to active service with the consent of the applicable regulatory authority which generally would require 
testing to verify the line’s integrity. 


“tariff” means a schedule of tolls, terms and conditions, classifications, practices or rules and regulations applicable 
to the provision of hydrocarbon transportation services on a pipeline. 


“toll” means any rate, toll or allowance charged or made for the transportation of hydrocarbons through a pipeline 
or for storage. 


In this prospectus, the following defined items for certain corporations refer to that corporation as well as 
related parties (including predecessors) thereto: (1) “AEC” means AEC Oil and Gas, a division of Alberta Energy 
Company, Ltd.; (ii) “Amoco” means Amoco Canada Petroleum Company Ltd.; (iii) “(Canadian Natural’ means 
Canadian Natural Resources Ltd.; (iv) “Crestar’” means Crestar Energy Inc.; (v) “Federated” means Federated 
Pipe Lines Ltd.; (vi) “Gibson” means Gibson Petroleum Company Limited; (vii) “Gulf Canada” means Gulf 
Canada Resources Ltd.; (viii) “Manito” means Manito Pipelines Ltd.; (ix) “Mobil” means Mobil Oil Canada; 
(x) “Murphy” means Murphy Oil Company Ltd.; (xi) “Norcen” means Norcen Energy Resources Limited; 
(xii) “Northridge” means Northridge Petroleum Marketing Inc.; (xiii) “Nova” means NOVA Corporation; 
(xiv) “PanCanadian” means PanCanadian Petroleum Limited; (xv) “Petro-Canada” means Petro-Canada; 
(xvi) “Pinnacle” means Pinnacle Resources Ltd.; (xvii) “Renaissance” means Renaissance Energy Ltd.; 
(xviii) “Shell” means Shell Canada Limited; (xix) “Stampeder” means Stampeder Exploration Ltd.; 
(xx) “Ulster” means Ulster Petroleums Ltd.; and (xxi) “Wascana” means Wascana Energy Inc. 
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ABBREVIATIONS AND CONVERSIONS 
In this prospectus, the following abbreviations have the indicated meanings. 


bbl and bbls barrel and barrels, each barrel representing 34.973 Imperial gallons or 42 U.S. gallons 
mbbls thousand barrels 


mmbbls million barrels 

bbls/d barrels per day 

mbbls/d thousand of barrels per day 
API American Petroleum Institute 
kg kilograms 


The following table sets forth certain standard conversions between Standard Imperial Units and the 
International Systems of Units (or metric Units). 


To Convert From To Multiply By 
cubic metres cubic feet (“ft*”’) 35.494 
bbls cubic metres (‘‘m*” 0.1590 
cubic metres (““m*” bbls oil 6.2898 
inches centimetres 2.5400 
centimetres inches 0.3937 
feet metres 0.3048 
metres feet 3.2808 
miles kilometres 1.6093 
kilometres miles 0.6214 
acres hectares 0.4047 
hectares acres 2.4711 
pounds/square inch (psig) kilopascals (kPa) 6.8948 
kilopascals (kPa) pounds/square inch (psig) 0.1450 


All monetary amounts set forth in this prospectus are in Canadian dollars except where otherwise indicated. 


THE PARTNERSHIP 


The Partnership was formed pursuant to the Partnership Agreement, and on October 9, 1997, was registered as 
a limited partnership under the laws of the Province of Alberta. The principal place of business of the Partnership is 
located at 1400, 111 - 5th Avenue S.W., Calgary, Alberta, T2P 3Y6. 


The Partnership is only permitted to carry on activities which are directly or indirectly related to the 
transportation, storage, marketing and processing of hydrocarbons, and holding investments in other entities which 
are primarily engaged in these activities. The Partnership intends initially to engage in the transportation of crude oil 
and condensate, utilizing the Pipeline Assets which will be held by the Partnership upon the closing of this offering. 


Acquisition of the Pipeline Assets 


The Partnership will enter into the Asset Purchase Agreement with the General Partner to acquire the Pipeline 
Assets from the General Partner for an aggregate purchase price of approximately $689.7 million, to be satisfied in 
full by the issuance of 35,700,000 Class B Units on closing, representing a Partnership Interest of approximately 
48.8%, and the payment of $353.3 million in cash, payable as to $203.3 million on closing and as to $150.0 million 
on the first anniversary of closing. The deferred portion of the purchase price will be secured by an assignment to the 
General Partner of the Partnership’s entitlement to the final instalment under the Instalment Receipts and its rights 
and entitlements under the pledge of the Class A Units. The recourse of the General Partner against the Partnership 
in respect of the deferred portion of the purchase price will be limited to the assignment of the rights and 
entitlements of the Partnership under the Instalment Receipt Agreement. There will not be any recourse by the 
General Partner to the Partnership in respect of any final instalments under the Instalment Receipts that are not 
paid. The Partnership’s commitment to acquire, and the General Partner’s commitment to transfer, the Pipeline 
Assets under the Asset Purchase Agreement will be subject to, among other things, the completion of this offering. 
The book value of the Pipeline Assets to Koch Canada at July 31, 1997 was approximately $210 million. 


In addition to the pipelines, the Pipeline Assets to be acquired by the Partnership include 14 crude oil truck 
terminals, 10 condensate truck terminals, 18 pump stations, and storage tanks with a total storage capacity of 
approximately 1.1 million bbls, as well as other miscellaneous assets used in connection with the operation of the 
Pipelines. 


Bow River Pipe Lines Ltd., an affiliate of the General Partner, has agreed in connection with the Asset 
Purchase Agreement to pay directly or reimburse the Partnership for the costs associated with the capital expansion 
projects on the Pipelines which are currently approved or underway at an estimated cost of $20.7 million. See 
“Other Matters Relating to the Pipeline Assets — Capital Expansion Projects”. 


The purchase of the Pipeline Assets by the Partnership pursuant to the Asset Purchase Agreement will be 
effected on a tax-deferred basis under the Tax Act and, accordingly, the Partnership’s cost for tax purposes of the 
Pipeline Assets will be approximately $353.3 million, being the cash consideration received or receivable by the 
General Partner pursuant to the Asset Purchase Agreement. See “Canadian Federal Income Tax Considerations”. 


Quarterly Cash Distributions 


The Partnership will distribute Distributable Cash to Partners on a quarterly basis. The Partnership anticipates 
distributing Distributable Cash in respect of the quarters ending March, June, September and December in each 
year to Unitholders of record on the last day of such quarter. Payments will be made on or about the 30th day after 
each record date. The distribution in respect of the initial period from closing to December 31, 1997 is expected to 
be paid on January 30, 1998 to Unitholders of record on December 31, 1997. As closing is expected to occur on or 
about November 27, 1997, the distribution in respect of the initial period will not reflect a full quarter of operations. 
See “The Partnership Agreement — Quarterly Cash Distributions”. 
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Ownership and Management Structure 


The following chart summarizes the ownership and management structure of the Partnership upon closing of 
this offering and completion of the transfer of the Pipeline Assets to the Partnership. 


Public 
(Class A Unitholders) 


Koch Industries 


100%\” 


General Partner 51.2% Limited 
(Class B Unitholder) Partnership Interest” 


48.8% General 
Partner Interest 


Koch Pipelines 
Canada, L.P. 


Pipeline Assets 
—Bow River 

—Koch Alberta 
—Mid-Saskatchewan 
—Koch Valley 


Notes: 
(1) Indirectly wholly-owned by Koch Industries. 


(2) On closing of this offering, Class A Unitholders will own 51.2% of the Partnership, subject to the obligation to pay the final instalment under 
the Instalment Receipt Agreement on or before November 27, 1998. The Class A Units will be pledged to the Partnership to secure the 
obligation to make the final instalment under the Instalment Receipt Agreement. The Partnership will assign its rights and entitlements 
under the Instalment Receipt Agreement as security to the General Partner. See “Details of the Offering — Instalment Receipts”. 


OVERVIEW OF KOCH 


Koch Industries, headquartered in Wichita, Kansas, was established in 1940, and, through its various direct and 
indirect subsidiaries (collectively, “Koch”), is active in virtually all phases of the oil and gas industry. Koch owns 
and operates one of North America’s largest liquids pipeline systems which includes more than 31 crude oil, refined 
products, natural gas liquids, ammonia and natural gas pipelines in Canada and the United States. Koch is also 
involved in chemicals, chemical technology products, asphalt products, energy services, minerals, capital services 
and agriculture. Forbes Magazine recently ranked Koch as the second largest privately held company in the United 
States based on revenues, which were in excess of U.S.$28 billion in calendar 1996, representing a more than 
100-fold growth in revenues since 1967. 


Koch’s presence in the Canadian pipeline business began in 1959 with the purchase of an interest in the Pine 
Bend Refinery in Minnesota. As part of that acquisition, Koch acquired its first Canadian business interest, a 20% 
equity interest in the South Saskatchewan Pipeline System. Five years later, Koch and a partner built the Bow River 
Pipeline System. In 1973, Koch acquired the remaining 50% interest in the Bow River Pipeline System, and 
expanded its Canadian pipeline operations with the purchase of the Mid-Saskatchewan Pipeline System. Koch 
acquired the Koch Alberta Pipeline System in 1991 and the Koch Valley Pipeline System in 1992. 


Since 1959, Koch has grown to become the largest exporter and one of the largest refiners of Canadian crude 
oil. Koch is also the largest shipper of crude oil on the IPL Pipeline, accounting for over 14% of total crude oil 
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volumes shipped on the IPL Pipeline in 1996. In addition to its Canadian crude oil marketing and pipeline 
businesses, Koch is engaged in oil and gas exploration and production, natural gas marketing, capital services and 
crude oil trucking in western Canada. Koch also owns a non-operated 50% interest in the South Saskatchewan 
pipeline system, a feeder pipeline system located in Saskatchewan, which will not be acquired by the Partnership. 


Koch is involved in the following businesses: 


Refined Products Group: Refines crude oil to produce and market various refined products including gasoline, diesel 
fuel and jet fuel. Refining operations include a crude oil refinery in Rosemount (Pine Bend), Minnesota and crude 
oil refineries in Corpus Christi, Texas, as well as the operation of refined products pipelines. 


Chemical Group: The Corpus Christi refinery operations include a petrochemical complex where aromatic 
petrochemical intermediates are produced and marketed. The chemicals are used by third parties in the production 
of various products such as fibers, plastics and solvents. 


Crude Oil Services Group: Consists of United States and Canadian crude oil transportation (including pipeline, 
trucking, and other transportation), trading and Canadian exploration activities. This group provides the primary 
transportation and supply networks to the Corpus Christi and Pine Bend Systems, as well as to third parties. 


Energy Services Group: Engages in energy and power trading, and natural gas trading and marketing on behalf of 
Koch owned facilities and external customers, including trading futures and derivatives for profit. The Energy 
Services Group also includes the natural gas pipeline network of Koch Gateway Pipeline Company, as well as 
gathering and processing services. 


Gas Liquids Group: Includes natural gas liquids fractionation plants, as well as the operation of natural gas liquids 
pipelines. The Gas Liquids Group also trades and markets various natural gas liquids products. 


Materials Group: Manufactures asphalt based products for the construction industry. The Materials Group consists 
of two core businesses, paving asphalt and industrial asphalt. Asphalt cement and asphalt emulsions produced by the 
group are marketed through a network of production and terminal facilities in the United States and Canada. 


Mineral Services Group: Consists of sulphur, carbon dioxide, petroleum coke, and coal businesses. These businesses 
are primarily engaged in the transportation, handling and marketing of dry bulk commodities directly to end-users in 
a variety of industries such as cement, lime, steel, utility, pulp and paper, aluminum, refining, water treatment, 
semiconductors and fertilizer. 


Chemical Technology Group: Operates facilities in the United States, Canada, Europe and Japan that manufacture 
and/or sell a broad range of process equipment and systems for the chemical processing, oil refining and oil field 
production industries and other industrial markets. The group also manufactures industrial flares and burners and 
produces polymeric membrane modules and systems for automotive, food, dairy and other markets. 


Agriculture Group: Operates throughout the United States’ midwest and Pacific northwest. Operations include 
cattle ranches, feedlots, grain storage and merchandising, grain trading, milling, fertilizer and agricultural chemicals 
distribution, and oil seed and feed processing. The nitrogen products division produces, transports and markets 
anhydrous ammonia and other nitrogen products. Facilities include a production facility at Sterlington, Louisiana, a 
pipeline system and terminals. 


Capital Services Group: Manages Koch’s global securities and foreign exchange trading, provides customer 
financing and leasing services, provides internal financial advisory services, and manages a diversified investment 


portfolio for Koch, including real estate. 


Koch Canada currently owns and operates the Pipeline Assets. Upon closing of the offering, the General 
Partner, an indirect, wholly-owned subsidiary of Koch Industries, will hold Class B Units representing a 48.8% 
Partnership Interest. Koch may initiate, pursue or participate in pipeline investments outside of the Partnership. 
Such investment opportunities may or may not be offered to the Partnership. See “Conflicts of Interest and 


Fiduciary Responsibility”. 
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BUSINESS AND ASSETS OF THE PARTNERSHIP 
Introduction 


The Partnership will, on the closing of this offering, acquire the Canadian crude oil pipelines and related assets 
owned and operated by Koch Canada. The Pipeline Assets are comprised of Koch Canada’s 100% interests in the 
Bow River, Koch Alberta, Mid-Saskatchewan and Koch Valley Pipeline Systems. 


The Bow River Pipeline System gathers heavy blend and light sour crude oil from established producing fields 
in southeastern Alberta north for delivery to the IPL and Express Pipelines at Hardisty, Alberta, the second largest 
injection hub for delivery of crude oil into the IPL Pipeline, and south to the Murphy-owned pipeline at Milk River, 
Alberta for delivery to pipelines with connections to refineries at Billings, Montana. The Koch Alberta Pipeline 
System gathers light sour crude oil from established producing fields in south-central Alberta for delivery to 
refineries at Edmonton and for delivery to the IPL and Trans Mountain Pipelines and also delivers light sweet crude 
oil to the Amoco Rangeland Pipeline near Joffre, Alberta. The Mid-Saskatchewan Pipeline System gathers heavy 
blend and light sweet crude oils from established producing fields in west central Saskatchewan for delivery to the 
IPL Pipeline at Kerrobert, Saskatchewan. The Koch Valley Pipeline System transports condensate received from 
the Nova Porcupine Hills Pipeline at Turner Valley, Alberta and from the Wildcat Hills and Jumping Pound gas 
plants to the Federated Cremona Pipeline at Madden, Alberta. 


The Pipeline Assets and associated business have the following characteristics: 


Strong Market Position: The Pipelines consist of approximately 2,400 miles of pipeline in total and constitute 
one of the largest crude oil feeder pipeline businesses in Canada, transporting approximately 303,000 bbls/d of crude 
oil in 1996 representing approximately 19.4% of Canadian conventional crude oil and condensate production. In 
1996, the areas serviced by the Pipelines in Alberta contained approximately 25% of Alberta’s estimated remaining 
recoverable conventional crude oil reserves. The areas serviced by the Mid-Saskatchewan Pipeline System 
contained approximately 10% of Saskatchewan’s estimated remaining recoverable conventional crude oil reserves in 
[99S 


History of Growth: From 1992 through 1996, the Pipelines, on a consolidated basis, have experienced growing 
revenue, cash flow and profitability, which have resulted from increasing throughput and growth in revenue per 
barrel. Throughput on the Pipelines has increased by 32.8% over this period, representing an aggregate annual 
compound growth rate of 7.3%. 


Reserve Stability: Government studies estimate that remaining recoverable crude oil reserves in areas serviced 
by the Bow River and Koch Alberta Pipeline Systems have increased from approximately 430 mmbbls in 1988 to 
approximately 540 mmbbls in 1996 and, in the areas serviced by the Mid-Saskatchewan Pipeline System, have 
remained relatively constant at approximately 96 mmbbls from 1988 to 1995. Over this period, approximately 
800 mmbbls of crude oil have been produced from the areas serviced by the Bow River and Koch Alberta Pipeline 
Systems and approximately 63 mmbbls have been produced from the areas serviced by the Mid-Saskatchewan 
Pipeline System. While reserve additions and increased recovery rates have historically tended to offset natural 
declines in crude oil production in the areas served by the Pipelines, there can be no assurance that such 
developments will continue in the future. See “— Reserves”. 


Diversified Production and Customer Base: The Pipelines gather and transport crude oil from over 2,000 
producing reservoirs, in approximately 200 fields, on approximately 22 million acres of oil and gas lands in Alberta 
and Saskatchewan, and provided crude oil transportation services to approximately 154 producers and 44 shippers in 
August, 1997. These customers include some of the largest oil and gas exploration and production companies in 
Canada including AEC, Amoco, Canadian Natural, Crestar, Gulf Canada, Mobil, Norcen, PanCanadian, 
Renaissance and Wascana. 


Experienced Management: Through the General Partner, the Partnership should benefit from the experience 
and capabilities which Koch has developed in building and operating one of the largest liquids pipeline businesses in 
North America. Koch Industries, through the General Partner, will retain an indirect 48.8% interest in the 
Partnership. The General Partner has agreed not to voluntarily withdraw as general partner for a period of five years 
from the closing of the offering except in certain limited circumstances. 


Reliable Operations: The Pipeline Assets have benefitted from maintenance programs developed and 
administered by Koch Canada and have experienced infrequent environmental incidents. The Pipelines have also 
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benefitted from being monitored from Koch’s pipeline control centre located in Wichita, Kansas, which monitors 
and dispatches operating orders to approximately 31 of Koch’s pipeline systems. 


Opportunities for Growth: The Pipelines have generally experienced increasing throughputs over the last several 
years, and capital projects are currently approved or underway with an aggregate estimated cost of approximately 
$20.7 million which are anticipated to add a total of approximately 26,300 bbls/d of throughput to the Pipelines by 
the end of the first quarter of 1998. Koch will be responsible for the costs associated with these expansion projects. 


Relationship with Koch’s Pipeline and Refinery Business 


The Pipelines play a significant role in Koch’s upper midwest United States refining business. Koch’s Pine 
Bend Refinery, located in Rosemount, Minnesota, near Minneapolis/St. Paul, is a major supplier of refined crude oil 
products in Minnesota and Wisconsin and other upper midwest United States markets and is one of the largest 
refiners of Canadian crude oil. The refinery’s supply of Canadian crude oil is supported by the Pipelines, as a portion 
of the crude oil gathered by the Pipelines is ultimately delivered to the refinery via the IPL Pipeline and the 
Minnesota Pipeline. Since it acquired a controlling interest in the Pine Bend Refinery in 1969, Koch has 
substantially increased the refinery’s charge capacity to in excess of 250,000 barrels per calendar day. 


Koch is the largest exporter and one of the largest refiners of Canadian crude oil and provides various services 
to approximately 230 oil and gas producers and refiners in support of its Canadian crude oil purchasing and pipeline 
business. These services include the provision of (i) transportation and storage services; (ii) energy and foreign 
exchange risk management services, (ili) capital services, and (iv) crude oil and natural gas marketing and physical 
trading services. The Canadian crude oil purchasing and transportation services are also supported by the Canadian 
oil and gas exploration and production business of Koch Canada, which consists of approximately 13,500 bbls/d of 
production of predominantly heavy crude oil from approximately 1,000,000 net acres of oil and gas lands in western 
Canada. 


The pipeline control centre for Koch’s crude oil, refined products, natural gas, ammonia and natural gas liquids 
pipelines is located in Wichita, Kansas. Approximately 31 of Koch’s pipeline systems are regularly monitored and 
operating orders are dispatched from this centre which is staffed 24 hours a day, seven days a week. Economies of 
scale are achieved by monitoring a large number of pipelines from one control centre resulting in: fewer man hours 
required to operate any single pipeline system; improved back-up capabilities in the event of emergencies; increased 
opportunities for employee training and development; and more efficient dedication of engineering and technical 
support services to SCADA system maintenance and improvements. See “Other Matters Relating to the Pipeline 
Assets — Pipeline Integrity and Environmental Matters”. 


Partnership’s Business Strategy 


Historically, Koch has grown its Canadian pipeline business by providing an integrated package of services to 
crude oil producers and shippers. The Partnership expects that, while the General Partner is an affiliate of Koch and 
is the general partner of the Partnership, it should benefit from the experience and relationships Koch has developed 
over the past 38 years in acquiring, operating and expanding its crude oil pipeline business in Canada. The 
Partnership intends to pursue new business and expansion opportunities generated by exploration, development and 
exploitation activities undertaken in areas serviced by the Pipelines. The Partnership anticipates that it will continue 
to invest capital to pursue new connection opportunities, expand facilities and assets, segregate and/or blend 
different crude oil streams, build or acquire new assets and actively manage its asset base. 


Pipeline Business Overview 
Feeder and Export Pipelines 


Crude oil and natural gas liquids produced in western Canada are delivered to market through extensive 
pipeline transportation systems. Feeder pipelines gather crude oil directly from production sites and facilities and 
deliver it primarily to: (i) regional refineries and end-users, or (ii) injection points on the major or secondary export 
pipelines for delivery to refineries, or to end-users elsewhere in Canada or in the United States. There are currently 
three major export pipeline systems in operation for transporting crude oil from western Canada to other markets: 
the IPL Pipeline, which extends from Edmonton, Alberta to the midwestern United States and Ontario markets; the 
Trans Mountain Pipeline, which extends from Edmonton to the Vancouver, British Columbia area; and the Express 
Pipeline, which extends from Hardisty, Alberta to Casper, Wyoming, providing access to the Rocky Mountain and 
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midwest areas of the United States. The IPL Pipeline is the primary transporter of crude oil from western Canada to 
the United States and central Canada, serving all of the major refining centres in the Great Lakes region of the 
United States and the Province of Ontario. 


The volumes delivered to the IPL Pipeline by the Pipelines represented approximately 14% of the total crude 
oil volumes carried on the IPL Pipeline in 1996. 


Producer and Shipper Customers 


Feeder pipelines service two separate groups of customers: producers and shippers. Producers are the owners or 
operators of crude oil production with whom arrangements are made for pipeline connections to production sites, 
tolling matters, and other terms of transportation service. Shippers are the parties that arrange for the physical 
movement of crude oil with the feeder pipeline operators. Shippers take custody of the crude oil at the production 
site and are responsible for delivery arrangements at the outlet of the feeder pipeline. A shipper is typically the 
purchaser and marketer of a producer’s crude oil. Shippers can be producers, refiners or third party marketing 
companies. A feeder pipeline is generally not reliant on production from a single supply source, but rather on the 
overall level of production, exploration and development activity in the producing region surrounding the pipeline. 
The Partnership will have no responsibility for the sale or marketing of the crude oil transported on the Pipelines. 


In aggregate, the Pipelines received and transported crude oil and condensate from approximately 
154 producers and 44 shippers in August, 1997. No single producer accounted for more than 15% of the throughput 
volumes on the Pipelines in August, 1997. 


Feeder Pipeline System Growth and Evolution 


Feeder pipeline systems grow and evolve in response to ongoing production activity in the areas they serve. 
Development drilling by production companies is often initially concentrated in a small area, with production from 
completed wells being transported by truck to a crude oil truck terminal located on a feeder pipeline serving the 
region. At the truck terminal the crude oil is off-loaded into tanks and then pumped into the feeder pipeline for 
transmission. When oil production has been established and production rates increase in the area, a producer or 
group of producers will typically construct an oil processing facility, known as a battery, to centralize production 
from the wells in an area, and remove sediment and water from the produced crude oil to meet the quality 
specifications for marketable crude oil. A feeder pipeline in the area will generally pursue direct connection of these 
battery sites to gathering segments, called laterals. Each lateral, in turn, delivers crude oil collected from a group of 
batteries to a larger diameter mainline transmission segment of the feeder pipeline. 


The Pipelines currently provide connections to approximately 233 producer-owned batteries. A total of 18 Koch 
Canada and other third-party owned truck terminals also supply crude oil to the Pipelines. Crude oil receipts at 
truck terminals represented approximately 15% of volumes transported on the Pipelines in 1996. The 14 Koch 
Canada owned truck terminals are included in the Pipeline Assets to be acquired by the Partnership. 


Seasonality 


Crude oil receipts on feeder pipelines in western Canada generally decrease from mid-March through early 
June due to seasonal factors. During this period, many rural counties and municipal districts place weight 
restrictions on vehicles using local roads which can reduce the volume of crude oil delivered by truck to feeder 
pipelines. The magnitude and duration of road restrictions is dependent on spring weather conditions. Many battery 
operators also elect to perform maintenance work on production facilities during the spring months. Road 
restrictions and battery maintenance can also impact feeder pipeline receipts during the fall months although the 
impact on throughput is generally less pronounced than during the spring months. 


The Pipelines have historically experienced reduced volumes during the spring months as a result of road 
restrictions and battery maintenance. 


Toll Design and Shipping Commitments 


The revenues earned for transporting crude oil on the Pipelines are determined by multiplying the volume 
transported by the applicable toll amounts. Tolls charged for transportation service on feeder pipelines in Alberta 
and Saskatchewan have not historically been regulated and are primarily determined through a market-based 
ratemaking methodology. This involves negotiation of transportation rates and terms of service with individual 
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producers and shippers. Factors relevant to these negotiations include forecast production volumes, required capital 
investment, the gathering toll structure in place for existing connected sites in an area and competitive alternatives 
for crude oil transportation in the region. See “Industry Regulation”. 


Feeder pipelines providing service within the conventional crude oil basin of western Canada do not usually 
obtain long term commitments or fixed revenue requirements from producers or shippers. In some cases, Koch 
Canada has obtained such commitments from producers in areas where there is material risk of volume loss to 
competing transportation systems. Production commitments, variable rate designs, and capital contributions from 
producers are also used to address the production risk associated with some pipeline connection projects. 


Based on aggregate throughput for June 1997, approximately 21% of the volumes transported on the Pipelines 
were committed under contracts with remaining terms of one to five years. 


Products 


The Pipelines transport a broad spectrum of crude oil grades as well as condensate. The crude oil gathered by 
the Pipelines is available to the market as seven field streams. The following tables show the average annual 
throughputs on the Pipelines in 1996 by commodity and field stream. 


1996 Average Daily Throughput by Pipeline Stream 


1996 
Average Daily Percentage of Annual 
Pipeline System Commodity Field Stream Throughput System Throughput 
(mbbls/d) 
BONE RIV Gla 4 itis. t charts cate to Heavy Blend Crude Oil Bow River “A” 166.0 54.8% 
Light Sour Crude Oil Hamilton Lake CPB. 10.5 
Noch Alberial fae tenes Light Sour Crude Oil Koch Alberta 62.6 20s 
Light Sweet Crude Oil Clive Sweet 4.1 ha) 
Mid-Saskatchewan .......... Heavy Blend Crude Oil Smiley Heavy 18.8 6.2 
Light Sweet Crude Oil Smiley Sweet 1303 4.4 
Koehyy alleyiee te catsiernce tert Condensate Condensate 6.4 2.1 
LOLAY GIL Pe oak i Pues. 4 303.0 100.0% 
1996 Average Daily Throughput by Commodity 
Percentage of Annual 
Commodity 1996 System Throughput 
(mbbls/d) 
Heavyi Blend @ nude! @il@, nasd. sind Ac: elt. ts MOOR, RASA ORAGR: ee 184.8 61.0% 
higehwSourGnide Dikways. v0.0) 26797. OCA CAR oe ey, SITE, 94.4 31i2 
light SweettiriderOil hie, vial vial sak) ane ea, OY ea 17.4 5.7 
Gonelerisatei. ge wisi alee) des. Res AA Tad Tea. GL AG. 20 6.4 2.1 
TO eT ee oe an lat eee Set thy ke ere 303.0 100.0% 


Transportation of Products 


Separate product streams are delivered on three of the Pipelines. Delivery of separate product streams can be 
effected in two ways on a feeder pipeline system. In some instances the feeder pipeline system may have more than 
one main pipeline which will allow for segregated product streams to be delivered through the system at the same 
time. Product streams can also be segregated by batching different stream injections through a single pipeline. Each 
product stream is then delivered into separate tanks at the pipeline outlet to maintain segregated quality. 


The Bow River, Koch Alberta and Mid-Saskatchewan Pipeline Systems each have the capability to transport 
two segregated product streams, at the same time, through separate pipelines within each system. The Bow River 
and Mid-Saskatchewan Pipeline Systems have, from time to time, also used a batch mode of operation to optimize 
the use of available capacity and maximize system throughput. All of the Pipelines can be configured to create a 
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multi-product batching capability which, subject to certain limitations, allows the flexibility to handle changing 
production rates of existing product streams, and the ability to transport new product streams without construction 
of new pipeline. 


Total System Throughput 


Average daily throughput of crude oil and condensate on the Pipelines for the periods indicated is set forth in 
the following table. 
Eight Months 


ended 
August 31, Year ended December 31, 


1997) 1996 1996 1995 1994 1993 1992 
(thousands of barrels per day) 


Average daily throughput 


Bow River’ Pipeline System Ge Us Shak. LOO Orel 97 BF 2819 (eee 19 GORETGS Gears 3.0 ant 48) 

Koch Alberta Pipeline System .............. 63.2 64.7 66.7 66.0 61.3 Sey 54.9 

Mid-Saskatchewan Pipeline System .......... 40.8 Pig bbs 6241 21 23.4 22.4 17.6 

Koch Valley Pipelme; System =. 726452 7.0 5.9 6.4 6.1 6.7 6.7 16 
Tbotale. ctuk emir so an eee See SOU aco On. S050 291 OL 261 sy aero 
Notes: 


(1) Throughput on the Pipelines is generally lower during the period from mid-March through early June due to seasonal factors such as road 
restrictions and battery maintenance which reduce crude oil receipts. 

(2) In addition to usual seasonal factors, throughput on the Pipelines was also reduced during March and April of 1997 as a result of operational 
disruptions on the IPL Pipeline. 


Average daily throughput on the Pipelines has increased at a compound annual growth rate of 7.3% during the 
period from 1992 through 1996. Average daily throughput was 314,300 bbls for the month of August, 1997. 


Reserves 


Throughput on the Pipelines is dependent on the crude oil reserves in the areas they service. The Pipelines have 
benefitted from continuing crude oil exploration and development activity, and technological improvements leading 
to increased recovery rates which have historically offset natural declines in crude oil production in the areas 
serviced by the Pipelines. In 1988, Alberta government studies estimated that there were approximately 430 
mmbbls of remaining recoverable crude oil reserves in the areas serviced by the Bow River and Koch Alberta 
Pipeline Systems. Saskatchewan government studies estimated that there were approximately 97 mmbbls of 
remaining recoverable crude oil reserves in the areas serviced by the Mid-Saskatchewan Pipeline System. Since 
1988, approximately 800 mmbbls of crude oil have been produced from the areas serviced by the Bow River and 
Koch Alberta Pipeline Systems and approximately 63 mmbbls of crude oil have been produced from the areas 
serviced by the Mid-Saskatchewan Pipeline System. Remaining estimated recoverable crude oil reserves, however, 
have increased to approximately 540 mmbbls in the areas serviced by the Bow River and Koch Alberta Pipeline 
Systems (1996 government estimates), and have remained relatively unchanged at approximately 96 mmbbls in the 
areas serviced by the Mid-Saskatchewan Pipeline System (1995 government estimate). While reserve additions and 
increased recovery rates have historically tended to offset natural declines in crude oil production in the areas served 
by the Pipelines, there can be no assurance that such developments will continue in the future. See “Risk Factors”. 


Bow River Pipeline System 


Description 


The Bow River Pipeline System is a 1,525-mile major crude oil feeder pipeline and gathering system. The 
system has a total throughput capacity of approximately 239,600 bbls/d, and transported approximately 
197,800 bbls/d of heavy blend and light sour crude oil in 1996. The system, the largest of the Pipelines, gathers and 
transports crude oil from established producing fields in southeastern Alberta, north to the Gibson terminal at 
Hardisty, Alberta, from which the crude oil may be delivered to either the IPL Pipeline or the Express Pipeline. 
Crude oil is also delivered south to the Murphy-owned pipeline at Milk River, Alberta which has connections to 
pipelines delivering to refineries at Billings, Montana. The Bow River Pipeline System consists of: (i) a pipeline 
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network with a throughput capacity of 96,200 bbls/d which gathers and transports crude oil by way of eight-inch, 
10-inch, 12-inch and 16-inch diameter mainlines from both Tilley and Hays, Alberta to the Murphy pipeline 
connection at Milk River, Alberta which connects to pipelines delivering to refineries in Billings, Montana; (ii) a 
pipeline network with a throughput capacity of 102,500 bbls/d which gathers and transports heavy blend crude oil 
by way of eight-inch, 10-inch and 12-inch diameter mainlines from both Hays and Tilley, Alberta to Hardisty for 
delivery to either the IPL Pipeline or the Express Pipeline; and (iii) a pipeline network with a throughput capacity 
of 40,900 bbls/d which gathers and transports light sour crude oil by way of a 10-inch diameter mainline from 
Throne, Alberta to Hardisty, Alberta for delivery to the IPL Pipeline. The system also includes over 20 lateral 
pipelines totalling over 825 miles of two-inch to eight-inch diameter gathering lines connecting to the Bow River 
mainlines. 


There are 12 Koch Canada and third party owned crude oil truck terminals located on the system. The 10 crude 
oil truck terminals owned by Koch Canada are included in the Pipeline Assets to be acquired by the Partnership. 
There are also 10 major pump stations associated with the Bow River mainline, including 29 active storage tanks 
providing storage capacity of approximately 532,900 bbls for heavy blend crude oil, 61,500 bbls for light sour crude 
oil and 65,750 bbls for condensate. All of the pump stations and associated storage capacity are included in the 
Pipeline Assets to be acquired by the Partnership. Terminalling services, including additional storage tanks, are 
provided by Murphy at Milk River, Alberta and by Gibson at Hardisty, Alberta. 
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History 


The Bow River Pipeline System was initially constructed by Koch and a partner in 1964 and 1965 as a single 
six-inch, eight-inch, 10-inch and 12-inch mainline from producing fields south of Taber, Alberta to Hardisty, 
Alberta. Crude oil was also gathered to the mainline in the Brooks, Alberta area and by Gibson in the Coronation, 
Alberta area. The volumes initially available in the service area of the system were less than 10,000 bbls/d. Koch 
purchased the remaining 50% interest in the Bow River Pipeline System. in 1973, when annual volumes were 
approximately 40,000 bbls/d. 


Over the years, the Bow River Pipeline System has been expanded as producers have developed additional 
crude oil reserves in the areas serviced by the system. Initially, system expansions were to the north, including: a 
second parallel (loop) pipeline between Throne and Hardisty, and a second parallel pipeline between Tilley and 
Throne in the early 1970s; and a second line between Hays and Tilley, and most of a third line between Tilley and 
Throne during the 1980s; and a third line between Throne and Hardisty between 1988 and 1991. In 1985, the first 
southbound delivery capability was added, with a capacity of about 12,000 bbls/d. In 1992, when total system 
receipts were approximately 148,100 bbls/d, the southbound capacity was significantly expanded to almost 
40,000 bbls/d to meet growing refinery demands. In 1994, the southbound system was expanded to 57,200 bbls/d, 
and in 1995, a further expansion to 96,200 bbls/d was completed. 


Increasing refinery demand for heavy crude oil at Billings, Montana in recent years has provided a market for 
the increasing crude oil production in the southern area of the Bow River Pipeline System, and as a result, there was 
no need to expand the northbound capacity of the system. The General Partner does not expect that the Billings, 
Montana market will generate additional demand for the Bow River heavy blend crude oil over the medium term, 
and therefore, anticipated production increases in the area served by the system will require the first northbound 
expansion of the heavy blend stream since 1991. The construction of approximately 34 miles of 10-inch pipeline in 
three segments between Princess station and Throne station, the addition of pumping capacity at all existing stations 
from Princess through Throne, and the addition of a new boost station between Throne and Hardisty are scheduled 
to start in November, 1997. 


Producers and Shippers 


The Bow River Pipeline System served approximately 93 producers and 36 shippers in August, 1997. 
Production volumes from facilities operated by AEC, Crestar, Norcen, PanCanadian and Renaissance together 
accounted for over 50% of the throughput volumes on the Bow River Pipeline System in August, 1997. Crestar, 
Koch Canada, PanCanadian and Renaissance were the shippers who together accounted for almost 50% of the 
throughput volumes on the Bow River Pipeline System in August, 1997. 


Throughput 


The Bow River Pipeline System accounted for approximately 65% of the total volumes transported on the 
Pipelines in 1996. Average daily throughput of heavy blend and light sour crude oil on the Bow River Pipeline 
System for the periods indicated is set forth in the following table. 


Eight Months 


ended 
August 31, Year ended December 31, 
1997 1996 1996 1995 1994 1993 1992 
(thousands of barrels per day) 
Average daily throughput 
Heavy Blend Crude Our. ON. 3. os Oy nti steals 162.3 165; SLOG 57.4 7 132000" 118.9 eel i.8 
Light Sour Crude Oil 208s: es eee 27.6 32.3 31.8 34.2 eH EP) 35.2 36.3 
Obie hag Ce Re ahr valk nn ORs aie he 189.9 197 .Gem oor = Lots "109.0 tS S.o LeL46. 1 


Average daily throughput on the Bow River Pipeline System has increased from 148,100 bbls/d in 1992 to 
197,800 bbls/d in 1996, a compound annual growth rate of 7.5%. Average daily throughput on the system for the 
month of August, 1997 was 201,800 bbls/d. 
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Fields Served 


The following are the largest crude oil producing fields serviced by the Bow River Pipeline System: 


Alderson Hays Ronalane 
Atlee-Buffalo Horsefly Lake Suffield 
Bantry Jenner Taber 
Cessford Little Bow Taber North 
Countess Medicine Hat Taber South 
Enchant Provost Turin 
Grand Forks Retlaw Viking-Kinsella 


Expansion and Growth Opportunities 


Expansion projects are currently underway which are anticipated to add approximately 20,600 bbls/d of 
throughput to the Bow River Pipeline System at an aggregate estimated cost of approximately $18.2 million. These 
projects are expected to be completed by the end of the first quarter of 1998. In addition to the expansion of the 
northbound portion of the mainline system, which is expected to increase the total northbound capacity from 
143,400 mbbls/d to 159,800 mbbls/d by the end of the first quarter of 1998 (See “— History”’), the projects include 
seven new battery connections and consolidation of three existing connections into one larger battery. 


There continue to be a significant number of new wells drilled in the area traditionally served by the Bow River 
Pipeline System. Drilling activity in the area has increased from 624 wells in 1992, to 929 wells in 1996. 


Koch Alberta Pipeline System 
Description 


The Koch Alberta Pipeline System is a 390-mile major crude oil feeder pipeline and gathering system. The 
system has a throughput capacity of approximately 73,900 bbls/d, and transported approximately 66,700 bbls/d of 
light crude oil in 1996. The system gathers and transports crude oil from established producing areas in south central 
Alberta north to refineries at Edmonton, Alberta and to the IPL and Trans Mountain Pipelines at Edmonton. The 
Koch Alberta Pipeline System consists of: (i) a six-inch, eight-inch, 10-inch and 12-inch diameter mainline 
between Hussar, Alberta, (east of Calgary) to Edmonton; and (ii) six laterals of gathering line. The Joffre lateral 
delivered approximately 4,100 bbls/d of light sweet crude oil west to the Amoco Rangeland Pipeline from Ulster’s 
Clive Battery in 1996. 


Major facilities on the system which will be acquired by the Partnership include the Drumheller boost station 
at the upstream end of the 52-mile long Drumheller to Stettler, Alberta 10-inch diameter mainline segment, and the 
Stettler pump station and Duhamel boost station on the 100-mile long 12-inch Stettler to Edmonton, Alberta 
mainline. There are also two deactivated mainline boost stations on the 12-inch mainline which, if activated, would 
increase the capacity of the Stettler to Edmonton segment from 73,900 bbls/d to in excess of 102,000 bbls/d. The 
deactivated Bashaw boost station is substantially complete but the deactivated Hay Lakes boost station would 
require reinstallation of two of the three pumps and all three motors. In total, there are currently three active storage 
tanks on the Koch Alberta Pipeline System which provide 120,000 bbls of storage capacity for light sour crude oil. 
Of this storage capacity, 110,000 bbls is located at the Stettler pump station. There are four truck terminals 
associated with the system, two of which are owned and operated by Koch Canada and are included in the Pipeline 
Assets to be acquired by the Partnership. The Petro-Canada refinery and the IPL and Trans Mountain Pipelines 
provide storage tanks for receipt of the Koch Alberta crude oil stream at Edmonton. 
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History 


The majority of the Koch Alberta Pipeline System was originally constructed in the early 1950s to serve 
oilfields between Drumheller and Stettler, Alberta, and was expanded over the years to meet the needs of producers 
as additional crude oil reserves were discovered in the area. The system was acquired by Koch in 1991. In the 
five year period immediately preceding Koch’s acquisition of the system, throughput had declined from 
approximately 73,000 bbls/d in 1986 to approximately 48,000 bbls/d in 1990. Throughput has since increased from 
52,600 bbls/d in 1991 to 66,700 bbls/d in 1996. Recent expansions include the construction of a new 55,000 bbl 
crude oil storage tank (equipped with a floating roof) at Stettler in 1993 to replace four existing 10,000 bbl tanks, 
the connection in July, 1995 of a 7,700 bbls/d battery in the Redlands area southwest of Drumheller, and the 
associated expansion of the Drumheller boost station. 


Producers and Shippers 


The Koch Alberta Pipeline System served approximately 54 producers and 36 shippers in August, 1997. 
Production volumes from facilities operated by Canadian Natural, PanCanadian, Renaissance and Ulster together 
accounted for over 55% of the throughput volumes on the Koch Alberta Pipeline System in August, 1997. Gibson, 
Koch Canada, Northridge and PanCanadian were the shippers who together accounted for over 50% of the 
throughput volumes on the Koch Alberta Pipeline System in August, 1997. 


Throughput 


The Koch Alberta Pipeline System accounted for approximately 22% of the total volumes transported on the 
Pipelines in 1996. Average daily throughput of light sweet and light sour crude oil on the Koch Alberta Pipeline 
System for the periods indicated is set forth in the following table. 

Eight Months 


ended 
August 31, Year ended December 31, 


1997 1996 1996 1995 1994 1993 1992 
(thousands of barrels per day) 


Average daily throughput 


Lignt: Sour ‘Crude Ol 29. jaa eter ae 59.6 61.4 62.6 64.2 58.6 323 Jo. 
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Average daily throughput on the Koch Alberta Pipeline System has increased from 54,900 bbls/ d in 1992 to 
66,700 bbls/d in 1996, a compound annual growth rate of 5.0%. Average daily throughput on the system in August, 
1997, was 61,600 bbls/d. 


Fields Served 


The following are the largest crude oil producing fields serviced by the Koch Alberta Pipeline System: 


Bashaw Duhamel Halkirk Mikwan Swalwell 
Bassano Erskine Halkirk East Nevis Twining 
Cessford Ewing Lake Haynes Queenstown Watts 
Chain Fenn-Big Valley Hussar Rockyford Wayne-Rosedale 
Chigwell Fenn West Jumpbush Rowley West Drumheller 
Clavesholm Ghost Pine Long Coulee Shouldice Wintering Hills 
Clive Gladys Michichi Stettler Wood River 
Drumheller 


Expansion and Growth Opportunities 


Minor expansion projects on the system are currently being evaluated. In 1996, 146 new wells were drilled in 
the area traditionally served by the Koch Alberta Pipeline System. 
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Mid-Saskatchewan Pipeline System 


Description 


The Mid-Saskatchewan Pipeline System is a 334-mile major crude oil feeder pipeline and gathering system. 
The system has a total throughput capacity of approximately 63,200 bbls/d, and transported approximately 
32,100 bbls/d of crude oil in 1996. The system gathers crude oil from several major established oil field areas near 
Kindersley and Kerrobert, Saskatchewan and transports it to the IPL Pipeline at Kerrobert. The Mid-Saskatchewan 
Pipeline System consists of: (i) a gathering network with a throughput capacity of 38,700 bbls/d, which gathers 
heavy blend crude oil from areas west of Coleville, Saskatchewan (including the recently discovered Marengo and 
Mantario pools operated by Crestar) for delivery to the Kerrobert Terminal, and injection into the IPL Pipeline; and 
(ii) a pipeline gathering network from the east and southeast of Coleville, Saskatchewan with a throughput capacity 
of 24,500 bbls/d, which gathers light sweet crude oil for delivery to the Kerrobert Terminal, and injection into the 
IPL Pipeline. The light sweet crude oil is gathered at a small pump station near Dodsland, Saskatchewan, with an 
11,000 bbls storage tank, and pumped to Kerrobert, where 104,000 bbls of storage space is available. 


The heavy blend crude oil portion of the system includes a boost station near Smiley, Saskatchewan, a diluent 
blending station at Coleville, Saskatchewan, and terminalling storage at Kerrobert, all of which are included in the 
Pipeline Assets to be acquired by the Partnership. The heavy crude oil typically produced in these areas is too 
viscous to transport in pipelines without the use of condensate, a diluent which reduces the viscosity of the heavy 
crude oil. The Mid-Saskatchewan Pipeline System includes three condensate storage tanks located at Kerrobert 
(24,000 bbls storage capacity), Coleville (7,800 bbls storage capacity) and in the Hoosier area at the far western 
end of the heavy blend gathering system (6,000 bbls storage capacity), all of which are included in the Pipeline 
Assets to be acquired by the Partnership. Condensate is obtained at Kerrobert from the IPL Pipeline via 
terminalling facilities owned and operated by Murphy and Manito Pipelines. The condensate is delivered from 
Kerrobert to Coleville via a four-inch pipeline, and to the Hoosier area by truck, either from the storage at Coleville, 
or from local condensate production plants. The condensate distribution system consists of a separate four-inch 
pipeline paralleling the crude oil gathering system from Kerrobert through the Coleville and Smiley stations, and 
also to the three gathering points on the Marengo gathering system. 


Both the light sweet and heavy blend crude oil streams are received by the IPL Pipeline on a batch basis with a 
typical interval between batches of two days. To facilitate reliable gathering operations, the Mid-Saskatchewan 
Pipeline System has provided over four production days of crude oil storage for each stream at Kerrobert 
(approximately 160,000 bbls of storage capacity for heavy blend crude oil, and 104,000 bbls of storage capacity for 
light sweet crude oil). In the aggregate, the system includes 12 active tanks providing total storage capacity of 
330,400 bbls, all of which are included in the Pipeline Assets to be acquired by the Partnership. There are currently 
two truck terminals located on the system, one each for the light and heavy streams, both of which are owned and 
operated by Koch Canada and are included in the Pipeline Assets to be acquired by the Partnership. 
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History 


The Mid-Saskatchewan Pipeline System was originally constructed in the early 1950s to serve oilfields in the 
Coleville and Smiley areas of west-central Saskatchewan, and was acquired by Koch in 1973. Significant expansions 
of the system since 1973 include the construction of the Hoosier gathering system in 1974, the acquisition of the 
Plato gathering pipeline in 1986, the construction of a new pump station at Dodsland, and a new eight-inch pipeline 
from Dodsland to Kerrobert in 1984. In 1995, the Mid-Saskatchewan Pipeline System was selected to transport 
production from the newly discovered Marengo and Mantario heavy oil fields, which included the construction of a 
new gathering system to this area and the expansion of the existing transmission system from Smiley through 
Coleville to Kerrobert. 


Producers and Shippers 


The Mid-Saskatchewan Pipeline System served approximately 42 producers and 19 shippers in August, 1997. 
Production volumes from facilities operated by Amoco, Crestar and Philips Petroleum together accounted for over 
50% of the throughput volumes on the Mid-Saskatchewan Pipeline System in August, 1997. Amoco, Gulf Canada, 
Koch Canada, Mobil and Wascana (a subsidiary of Canadian Occidental), together accounted for over 70% of the 
shipper throughput volumes on the Mid-Saskatchewan Pipeline System in August, 1997. All production from the 
area surrounding the relatively new Marengo production, which is operated by Wascana and Crestar, is contracted 
to be transported on the Mid-Saskatchewan Pipeline System for a period of five years commencing in April, 1996. 
These agreements were entered into to mitigate the risk associated with construction of the lateral to a new 
producing area. 


Throughput 


The Mid-Saskatchewan Pipeline System accounted for approximately 11% of the total volumes transported on 
the Pipelines in 1996. Average daily throughput of heavy blend crude oil and light sweet crude oil on the 
Mid-Saskatchewan Pipeline System for the periods indicated is set forth in the following table. 

Eight Months 
ended August 31, Year ended December 31, 
1997 199619961995 199419931992, 
(thousands of barrels per day) 


Average daily throughput 
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Average daily throughput on the Mid-Saskatchewan Pipeline System has increased from 17,600 bbls/d in 1992 
to 32,100 bbls/d in 1996, a compound annual growth rate of 16.2%. Average daily throughput on the system for the 
month of August, 1997 was 43,000 bbls/d, an increase of 20.8% over the month of August, 1996. 


Fields Served 
The following are the largest crude oil producing fields serviced by the Mid-Saskatchewan Pipeline System: 


Alsask Dodsland Kerrobert Onward 
Avon Hill Druid Loverna Plato 
Buffalo Coulee Ermine Lucky Hills Plato North 
Coleville Eureka Mantario North Plenty 
Coleville South Forgan Marengo South Prairiedale 
Court Forgan West Milton Smiley-Dewar 
Court South Fusilier North Hoosier Verendrye 
Hoosier North Smiley Whiteside 


Expansion and Growth Opportunities 


Several projects are currently planned for completion in the first half of 1998 including shipping capacity 
expansions in the Marengo area, expansion of the Smiley boost station and the construction of an additional 80,000 
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barrel storage tank at the Kerrobert terminal. These projects have an estimated aggregate cost of approximately $2.5 
million and are anticipated to add approximately 5,700 bbls/d of throughput to the Mid-Saskatchewan Pipeline 
System by the end of the first quarter of 1998. 


Drilling activity in the areas serviced by the Mid-Saskatchewan Pipeline System has increased from 144 wells 
drilled in 1992, to 327 wells drilled in 1996. Recent heavy oil exploration successes have increased drilling activity in 
these areas, and it is anticipated that the increased levels of activity will continue throughout 1998. 


Koch Valley Pipeline System 
Description 


The Koch Valley Pipeline System is a 151-mile condensate feeder pipeline system between Turner Valley and 
Madden in southwestern Alberta. The system has a throughput capacity of approximately 12,100 bbls/d and 
transported approximately 6,400 bbls/d of condensate in 1996. The Koch Valley Pipeline System consists of a 
six-inch diameter pipeline, paralleled by a suspended four-inch pipeline, from Turner Valley to the Priddis Junction 
and a four-inch diameter pipeline from the Priddis Junction to the Elbow River boost station. A second four-inch 
gathering line from the Petro-Canada Wildcat Hills and Shell Jumping Pound gas plants also delivers into the 
Elbow River boost station. From the Elbow River boost station, which repumps all the product transported on the 
system, a six-inch pipeline connects to the Federated Cremona Pipeline at Madden, Alberta. The system receives 
condensate from the Nova Porcupine Hills Pipeline at Turner Valley (the condensate originates at the Shell 
Waterton gas plant) and from the Shell Jumping Pound and Petro-Canada Wildcat Hills gas plants to the west of 
Calgary for delivery into the Federated Cremona Pipeline. There are no storage tanks or truck terminals associated 
with this system. 
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History 


The two segments of pipeline between Turner Valley and the Priddis Junction were constructed during the 
1930s and 1940s as part of the crude oil delivery system from the original Turner Valley oilfields to refineries in 
Calgary (which refineries have since been removed). In 1987, these lines were hydrostatically tested to verify their 
integrity, and the six-inch line has subsequently been used to transport condensate. The four-inch lines between the 
Priddis Junction and the two gas plants west of Calgary were built in the late 1960s, and have been used to transport 
condensate from these plants. Koch acquired the system in 1992. The six-inch line between the Elbow River boost 
station and Madden was built by Koch in 1993 to reroute the flow of condensate around the west side of the City of 
Calgary. The line between Priddis and Calgary is suspended and no longer in use. 


Producers and Shippers 


The Koch Valley Pipeline System served two producers, Shell and Petro-Canada, who produced 99% and 1%, 
respectively, of the volumes transported on the system in August, 1997. The two shippers on the system are Shell 
and PanCanadian, who shipped 95% and 5%, respectively, of the volumes shipped on the system in August, 1997. 


Throughput 


Average daily throughput of condensate on the Koch Valley Pipeline System for the periods indicated is set 
forth in the following table: 
Eight Months 
ended August 31, Year ended December 31, 
1997 1996 1996 1995 1994 1993 1992 


(thousands of barrels per day) 
Average daily throughput 
Condensate} oon cane Se ab eee 7.0 5.9 6.4 6.1 6.7 6.7 7.6 


Average daily throughput on the system for the month of August, 1997 was 7,900 bbls/d. 


Alternatives are being considered for increasing volumes on the system, including the possible conversion of the 
system to transportation of natural gas liquids. A number of exploration and development projects are currently 
underway in the southern Alberta foothills area including those in the Moose Mountain, Waterton and Racehorse 
Creek areas. 


OTHER MATTERS RELATING TO THE PIPELINE ASSETS 
Pipeline Rights-of-Way and Land Tenure 


The real property interests related to the Pipeline Assets fall into two basic categories of ownership: (i) a 
number of parcels associated with the Pipeline Assets, including many pump stations and storage facilities which are 
owned in fee simple; and (ii) the majority of parcels which are covered by leases, easements, rights-of-way, permits 
or licences from landowners or governmental authorities permitting the use of such land for the construction and 
operation of such facilities. 


Koch Canada, upon closing of the Asset Purchase Agreement, will transfer its interest in the real property 
associated with the Pipeline Assets free and clear of any liens or encumbrances created by, through or under Koch 
Canada. 


Shipper and Producer Relations 


Koch Canada believes that it enjoys amicable relationships with its shipper and producer customers utilizing 
the Pipelines, and there are currently no material disputes between Koch Canada and its shippers or producers 
regarding its various shipping and other agreements relating to the Pipelines. 


Labour Relations 


All of Koch Canada’s personnel involved in the operation of the Pipeline Assets are non-unionized. Koch 
Canada believes that its relations with its employees involved in the operation of the Pipeline Assets are good. 


35 


Capital Expansion Projects 


The following expansion projects are currently approved or underway with an aggregate estimated cost of 
approximately $20.7 million, and are anticipated to add a total of approximately 26,300 bbls/d of throughput to the 
Pipelines by the end of the first quarter of 1998: 


(a) on the Bow River Pipeline System, an expansion of the northbound portion of the main line of the system, 
seven new battery connections and consolidation of three existing connections into one larger battery at an estimated 
cost of approximately $18.2 million; and 


(b) on the Mid-Saskatchewan Pipeline System, shipping capacity expansions in the Marengo area, expansion 
of the Smiley boost station and the construction of an additional 80,000 barrel storage tank at the Kerrobert terminal 
at an estimated cost of approximately $2.5 million. 


Koch will be responsible for the costs associated with the foregoing expansions. The Partnership will be 
responsible for the costs of any future expansions. 


The General Partner is authorized under the Partnership Agreement to maintain, improve, expand, extend or 
change the Pipeline Assets, and is therefore able to implement Operational Enhancements (as defined herein). In 
the event that the General Partner determines to proceed with an Operational Enhancement, the General Partner 
will determine the manner of financing the Operational Enhancement, including one or a combination of the 
following: (i) usage of cash of the Partnership that would otherwise become Distributable Cash; (ii) borrowing by 
the Partnership upon such terms as the General Partner may determine, and assets of the Partnership may be 
pledged to secure such borrowing; and (iii) the issuance of additional Units by the Partnership. 


Costs of Abandonment 


On abandonment of any of the Pipeline Assets, costs of abandonment are for the account of Koch Canada, 
which obligations will be assumed by the Partnership pursuant to the Asset Purchase Agreement. Future 
abandonment costs will be a function of a number of factors including regulatory requirements at the time of 
abandonment, the size of the pipeline to be abandoned and the pipeline’s location. Abandonment requirements can 
vary considerably, ranging from simply emptying the pipeline and capping all open ends to removal of the pipeline 
and reclamation of the right-of-way. Koch Canada’s experience to date has been that the costs of abandonment have 
been limited primarily to removal of the crude oil from the lines and removal of any associated surface facilities. 


It is expected that the Pipeline Assets will be abandoned over time. As production declines at battery facilities, 
producers can be expected to consolidate remaining production into fewer facilities to reduce operating costs. The 
pipeline segments no longer used as part of the Pipelines may nevertheless be useful to the producers in their 
consolidation efforts and are sometimes sold to the producers who, in most cases, assume any associated 
abandonment costs. Koch Canada has a program of identifying and disconnecting very low volume sites, and 
offering the disconnected lines to producers at a relatively nominal price. 


The General Partner has the discretion and may in the future determine to establish cash reserves to fund the 
cost of abandonment of the Pipeline Assets. The establishment and funding of such reserves will reduce 
Distributable Cash, and the timing of additions to, and distributions from such reserves may result in the 
realization of taxable income by unitholders in a year prior to that in which funds resulting therefrom are 
distributed. See “The Partnership Agreement — Cash Reserves”. 


Pipeline Integrity and Environmental Matters 


Crude oil pipelines have historically had the best safety record in the North American hydrocarbon 
transportation industry. As compared to natural gas pipelines, crude oil pipelines have a lower risk of incidents such 
as fire or explosion. The principal risks associated with crude oil pipelines are the property damage and cleanup 
expenses from unintended discharges. 


All crude oil pipeline systems are required to meet construction, operating and maintenance standards 
established by the Canadian Standards Association and the provincial regulators responsible for pipelines: the 
Energy and Utilities Board (“EUB”) in Alberta; and Saskatchewan Energy and Mines (“SEM”) in Saskatchewan. 
Koch Canada strives to operate its Canadian pipeline systems in compliance with the standards and regulations 
established by these regulators and believes that the Pipelines are currently in material compliance with all material 


environmental laws and regulations. 
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Current pipeline regulations require that line pipe, valves and fittings meet specific requirements as defined by 
the Canadian Standards Association. The strength, thickness and integrity of the pipe wall, and the quality and 
integrity of the welds used in its fabrication determine the maximum available pressure rating of a steel pipeline. 
Bare steel pipe will corrode in soil, water and, to some extent, air. To avoid external corrosion, new below ground 
pipelines are coated with a material resistant to water, and above ground piping is painted. The Pipelines Assets may 
include a limited number of gathering segments of uncoated below ground pipeline. Cathodic protection systems are 
used on steel pipelines to impress a small voltage on the pipe to help protect it from external corrosion. Pipelines can 
also corrode internally. Various forms of bacteria found in oil are major causes of internal corrosion. To mitigate 
internal corrosion, cleaning pigs are sent through segments of the pipeline (typically every two weeks in mainline 
segments and monthly in gathering segments), and corrosion inhibitor chemicals are injected into the pipelines 
when necessary. In addition, crude oil streams are regularly sampled for bacteria starting at the downstream ends of 
the pipeline systems. If bacteria are found, the sampling is repeated further upstream until the source is located. 
Producers with excessive bacteria are required to treat their facilities with biocide to kill the bacteria. Biocide is also 
injected into the pipelines to control and kill bacterial contamination when necessary. 


In 1996, a “smart pigging” inspection and repair program was initiated on the Pipelines, the remaning portion 
of which is scheduled to be completed over the next five years. A “‘smart pig” is used to detect anomalies in pipeline, 
which are then analyzed and repaired as necessary. As this program was initiated prior the decision to sell the 
Pipeline Assets to the Partnership, Bow River Pipe Lines Ltd., an affiliate of the General Partner, will be responsible 
for the costs of the remaining portion of the program to a maximum of $10.0 million. The Partnership will be 
responsible for any costs in excess of this amount. 


The Pipelines participate in the various industry cooperatives which have been established regionally in Alberta 
and Saskatchewan to provide training in oil spill containment and recovery and also to provide the required 
equipment, manpower and contractor resources to deal with an oil spill, should one occur. 


In accordance with regulatory requirements, the Pipelines are remotely monitored to promote safe and efficient 
operations, and to provide systems to detect and react to volume imbalances which may signal a pipeline leak. The 
facility has the ability to stop pumps and isolate pipeline segments, if necessary. Koch has systems to monitor higher 
volume pipeline segments, and is currently in the process of expanding and updating these systems to provide 
coverage of lower volume segments and to replace manual volume balance procedures. The expanded and updated 
systems are expected to provide a platform using current technology to provide more detailed control, greater data 
acquisition and sharing capabilities, and the capability to meet the anticipated future needs of its pipeline business. 


The control system upgrading project will provide improved technology in computing hardware, 
communications systems, pipeline control software, and integration of pipeline operations information with 
management decision making systems. Among its benefits, the upgraded system is expected to improve pipeline 
scheduling, leak detection, simulation and optimization and business integration capabilities. The current 
implementation schedule is expected to result in commissioning of the new SCADA system on the Bow River 
Pipeline System during the first quarter of 1998, and on the remaining Pipelines during the balance of 1998. 
Although implementation of the new pipeline control system is being completed locally, the Pipelines will continue 
to be monitored and operating orders dispatched from the Wichita control centre. 


The Pipelines currently communicate with the Wichita pipeline control centre using field radio links and leased 
telephone lines into Koch Canada’s Calgary office. Data travels between the Calgary office and the Wichita control 
centre using leased voice and data communication links. A separate standby communications circuit, with automatic 
switchover on failure, is available for SCADA communications. As part of the control system upgrade, the 
communications system between many station sites and communication hubs on the Pipelines and Calgary will be 
converted to satellite communications technology which is expected to provide economic savings while maintaining 
reliability. 


Additional pipeline monitoring includes at least bi-weekly aerial surveillance of the high volume mainline 
segments, and monthly aerial surveillance of the lower volume gathering segments. Additional periodic ground 
inspections of surface facilities, water course crossings and other critical or sensitive areas are made. Monthly data 
gathering and analysis of cathodic protection system data (a system provided to mitigate the external corrosion of 
the pipelines), is supplemented by an annual inspection of the cathodic protection system of each pipeline. 
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Environmental incidents on the Pipelines have been infrequent. Over the past five years, there have only been 
three environmental incidents on the Pipelines involving expenses in excess of $50,000 per incident. In 1997, the 
Mid-Saskatchewan Pipeline System experienced a pipeline failure that resulted in the release of an estimated 
9,000 bbls of crude oil. Since a loop pipeline was available and able to accommodate the entire flow, no significant 
shipping delays resulted. In 1995, the Bow River Pipeline System experienced a fire which destroyed the Chin 
Coulee boost station. The crude oil released was consumed in the fire; consequently there was no spill clean-up 
required. Southbound deliveries were significantly curtailed for several days until temporary pumping equipment 
was put in place. In 1994, the Bow River Pipeline System experienced a pump failure at the Pollockville boost 
station which resulted in an oil release of an estimated 7,500 bbls which was contained within the station site. The 
total costs of environmental incidents on the Pipeline Assets in the past five years were approximately $2.63 million. 
All of the incidents resulted from failures of pumping equipment or pipeline and steps have been taken, or are 
underway, to reduce the risk of similar incidents and to reduce the volume released prior to detection and shutdown. 


Because of the prevalence of small gathering lines in Koch’s United States pipeline operations, Koch has 
experienced a greater number of incidents in the United States than in Canada. Most of these incidents involve little 
or no residual damage to the environment. Under the laws of the United States, any discharge of oil into navigable 
waters can result in the imposition of a fine of up to U.S. $1,000 per barrel without regard to whether the leak was 
caused by negligence, a third party or an act of God. At the present time, Koch is a defendant in two lawsuits 
brought by the United States seeking penalties and other relief and alleging that approximately 69,000 barrels of oil 
were discharged in approximately 311 incidents in a six state area over the past seven years. Including volumes 
transported on the Pipelines, Koch currently transports approximately 1.3 million barrels per day of crude oil and 
refined products on its pipelines. Koch believes that its operations compare favorably with other companies and 
intends to vigorously defend these actions. The litigation involves Koch’s United States pipelines, and the 
Partnership will not be liable for any costs or judgments associated with the litigation. 


The General Partner has the discretion and may in the future determine to establish cash reserves to fund the 
cost of environmental obligations and ongoing maintenance expenditures associated with the Pipeline Assets. The 
establishment and funding of such reserves will reduce Distributable Cash, and the timing of additions to, and 
distributions from such reserves may result in the realization of taxable income by Unitholders in a year prior to 
that in which funds resulting therefrom are distributed. See “The Partnership Agreement — Cash Reserves”. 


Acquisitions 

There have been no material acquisitions by Koch Canada involving the Pipeline Assets within the last two 
years. Koch Canada presently has no plans for the acquisition of other pipeline assets in Canada or the disposition of 
any of the Pipeline Assets, other than the disposition of the Pipeline Assets to the Partnership pursuant to the Asset 
Purchase Agreement. 


Insurance 


The General Partner will procure, at or prior to closing, insurance coverage to protect the interest of the 
Partnership of the types and in amounts the General Partner believes to be consistent with prudent practice in the 
pipeline industry. At a minimum, the General Partner will maintain: (i) property insurance, covering physical 
damage to the assets on a replacement costs basis; (1i) business interruption insurance, covering loss of earnings; 
and (iii) third party liability insurance, covering actions by third parties. The latter coverage will include contractual 
liability coverage, and sudden and accidental pollution coverage, which will specifically insure against claims for 
damage from sudden and accidental pipeline leaks or spills. 


This insurance coverage is subject to limits and exclusions or limitations on coverage that the General Partner 
considers to be reasonable given the cost of procuring insurance and current operating conditions. However, there 
can be no assurance that insurance coverage will be adequate in any particular situation. Further, the pipeline 
industry is subject to environmental regulations pursuant to local, provincial and federal laws of Canada. A breach of 
such legislation may result in the imposition of fines or issuance of clean up orders which may not be insurable. 


Competition 

Feeder pipelines are generally subject to competition from other pipeline systems and trucking alternatives. 
Pipelines compete on the basis of transportation rates and other terms of service. The cost structure and level of 
capital investment required to gather new volumes are important factors in determining rate competitiveness 
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between pipelines. The requirement or absence of producer shipping commitments can also form the basis for a 
pipeline to differentiate its services from those of competitors. 


Many factors can influence the pricing of crude oil, including the quality of oil delivered to the refining market. 
The crude quality delivered from a given feeder pipeline can differ significantly from the oil quality delivered from a 
competing pipeline in the area. Accordingly, a pipeline’s competitiveness can also be influenced by the quality 
restrictions and specifications set for crude oil entering the system. 


Collectively, these factors determine a pipeline company’s ability to retain existing volume and attract new 
throughput to its system. The General Partner believes the Pipelines are well positioned to-compete in their 
respective service regions. 


INDUSTRY CONDITIONS 


The Partnership will be engaged in the transportation of crude oil and will therefore be dependent upon the 
continuing viability of the petroleum industry in western Canada. The following is a discussion of the current 
environment for the crude oil industry in western Canada. 


Some of the information and statistics presented in the following sections are excerpted from the National 
Energy Board 1996 Annual Report and the National Energy Board Crude Oil Supply, Pieposifien and Price Report 
(January — - December, 1996). 


Canadian Crude Oil Supply 


The western Canadian sedimentary basin is the major source of conventional crude oil and bitumen in Canada. 
Domestic crude oil and natural gas production comes primarily from Alberta, with lesser amounts from British 
Columbia, Saskatchewan, Manitoba and the Northwest Territories. Western Canada’s hydrocarbon resource base is 
large and diverse, comprised of conventional light crude oil, heavy crude oil, bitumen in the oil sands of Alberta, 
natural gas and natural gas liquids. Efficient, low cost, and safe transportation by pipeline from producing fields to 
refineries, processing plants and domestic and export markets is essential to the Canadian oil and gas industry. 


Canada has significantly expanded its role in the North American energy market during the 1990s. Steady 
growth in Canadian crude oil production, the removal of export pipeline constraints, and successful penetration of 
USS. refining markets allowed net crude oil export revenues to reach a record $5.5 billion in 1996. 


Total production of crude oil and equivalent grew to a record 2.0 million bbls/d in 1996, surpassing the previous 
record set in 1973. In its 1996 Annual Report, the National Energy Board notes that current production levels 
reflect substantial increases in heavy crude oil production and, contrary to earlier forecasts, that production rates of 
conventional light crude oil have decreased only marginally. 


In 1996, Canada’s production of conventional light and heavy crude oil grew to almost 1.4 million bbls/d. This 
represents a 2% increase in conventional production over 1995 output and a 14% increase above production levels in 
1992. During the same periods, throughput on the Pipelines grew by 4% and 33%, respectively. 


At year end 1995, the last year for which the National Energy Board has compiled data, reserves of 
conventional crude oil totalled approximately 4.2 billion bbls, a decrease of approximately 1% from 1991. New 
discoveries, extensions to existing pools, and revisions to reserve estimates have resulted in significant reserves 
additions to offset natural production declines. Technology advances including horizontal well applications and 
innovative pumping technologies have improved crude oil recovery factors within existing reservoirs. Since 1991, on 
a cumulative basis, additions to established reserves of conventional light and heavy crude oil have replaced 94% of 
production. 


Demand for Canadian Crude Oil 


Refinery demand in Canada is supplied with both domestic production and imported crude oil. In 1996, crude 
oil imports totalled 682,000 bbls/d. Essentially all imported crude oil is processed at refineries located in Québec 
and the Atlantic provinces. In general, these refiners do not have economical access to Canadian crude oil supplies 
due to transportation costs and foreign crude oil price relationships. 


Production from the western Canadian sedimentary basin satisfies crude oil demand at refineries in British 
Columbia, the Prairie provinces, Ontario, and the United States. During temporary supply/demand imbalances in 
the North American market, small volumes of western Canadian crude oil have been exported to the Far East. 
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In 1996, approximately 910,000 bbls/d of crude oil from the western Canadian ‘sedimentary basin were 
delivered to refineries in British Columbia, the Prairie provinces, and Ontario. Because the available supply of 
western Canadian crude oil is surplus to domestic demand, significant production volume is exported to the United 
States. Total crude oil exports, including condensate and synthetic oil, have grown by 32% since 1992. In 1996, 
crude oil exports reached 1.1 million bbls/d. 


The core export market regions for Canadian crude are Chicago (32%), Minneapolis/St. Paul (23%), Billings, 
Montana (11%) and the Puget Sound area of Washington State (9%). Approximately equal amounts of light crude 
oil and heavy blend crude oil were exported from Canada in 1996. 


Demand for Canadian crude oil production is determined by the degree to which Canadian crude oil can 
compete on the basis of price, quality and availability in individual market areas in Canada and the northern United 
States. 


Canadian Crude Oil Pipeline Industry 


During the 1990s, three major export pipeline projects have been completed to accommodate the growth in 
Canadian crude oil production. These projects have added over 450,000 bbls/d in new export capacity, representing 
capital investment in excess of $1 billion. 


The IPL Pipeline completed system expansions to the midwestern United States and central Canadian markets 
in 1994 (170,000 bbls/d) and 1996 (120,000 bbls/ d). In 1996, the National Energy Board approved the addition of 
an incremental 120,000 bbls/d capacity on the IPL Pipeline from western Canada. This project, referred to as the 
“SEP I” program, is scheduled for completion during 1998. The IPL Pipeline is also conducting preliminary 
discussions with industry participants regarding a future expansion beyond the “SEP II” program. 


The Express Pipeline began operation in April 1997 with an initial design capacity of 172,000 bbls/d. The 
Express Pipeline is the first major crude oil export pipeline to be constructed from western Canada in 45 years. The 
pipeline extends from Hardisty, Alberta to Casper, Wyoming, giving Canadian producers improved access to 
refineries in Utah, Colorado and Wyoming. Canadian crude oil can also be transferred to the Platte Pipeline system 
for delivery to the United States’ midwest. Completion of the Express Pipeline and the IPL Pipeline expansion 
initiatives should ensure long-term export pipeline capacity for the growing Canadian crude oil supply. 


The 1990s have also brought a departure from the traditional cost-of-service approach to setting tolls on major 
export pipelines. Several pipeline companies, including the IPL Pipeline and Trans Mountain Pipeline, have reached 
negotiated toll settlements with their shippers. These agreements provide the major export pipelines with 
performance-based incentives for capturing cost-efficiencies and maximizing throughput. 


The Express Pipeline introduced an alternative toll design where shippers were offered a tiered rate structure 
linked to term shipping commitments. Incentive-based and negotiated toll agreements are indicative of the trend 
toward market-based toll designs in the pipeline industry. These approaches promote cost efficiency, align incentives 
with producers through risk sharing, and reduce regulatory burden. 


MANAGEMENT’S DISCUSSION AND ANALYSIS OF 
FINANCIAL CONDITION AND RESULTS OF OPERATIONS 


Management’s discussion and analysis should be read in conjunction with the combined financial statements of 
Pipeline Assets included elsewhere in this prospectus. 


Operating Results 
Seven Months Ended July 31, 1997 Compared to July 31, 1996 


Revenues for the seven-month period ended July 31, 1997 were $46.0 million, up $1.2 million from 1996 on an 
increase of approximately 3,500 bbls/d in total volumes shipped. Revenues are generated based upon a toll charge 
per cubic metre for volumes of crude oil transported on the Pipelines. Volumes on the Bow River Pipeline System 
decreased approximately 8,400 bbls/d in 1997 due primarily to IPL Pipeline operational disruptions, transfer of 
crude oil volumes to other systems and reduced production due to unusually long and adverse weather conditions 
resulting in extended road restrictions during the spring months. Volumes on the Bow River Pipeline System have 
recovered from the earlier disruptions in 1997 with the August 1997 current month volume exceeding the year-to- 
date average volume by approximately 11,800 bbls/d. Based on the current drilling and production activity in the 
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Bow River Pipeline System area, average volumes for the remainder of 1997 are anticipated to either remain 
constant or continue to increase relative to current levels. Volumes on the Mid-Saskatchewan Pipeline System 
increased approximately 13,600 bbls/d with the majority of the increase relating to production from the recently 
discovered Marengo and Mantario oil fields. Volumes and revenues on the Koch Alberta Pipeline System and the 
Koch Valley Pipeline System remained relatively consistent with the prior period. 


Operating costs were $13.0 million, up $2.8 million from 1996. The majority of the increase in 1997 operating 
costs related to preventive maintenance and pipeline integrity testing costs incurred as part of the ongoing 
environmental program, and efforts made to enhance the general condition of the Pipeline Assets. Future costs of 
the “smart pigging” inspection and repair program which began in late 1996 will be funded by Koch to a maximum 
of $10.0 million. Clean-up and repair costs of $570,000 were incurred during 1997 relating to a pipeline leak on the 
Mid-Saskatchewan Pipeline System. 


The major operating cost components of the Pipeline Assets are electrical power, employee salaries relating to 
field operations and engineering activities, property taxes, and SCADA control and communications which have 
historically accounted for approximately 65% of total operating costs. Cost components are monitored with a focus 
on the economic value associated with cost decisions. The decision to incur any cost is evaluated in terms of 
customer service and prudent long term pipeline operations. 


General and administrative expenses increased in the first seven months of 1997 by $185,000 to $1.7 million, 
due primarily to increased salary and benefit costs, and the addition of customer relations and compliance support 
staff. General and administrative expenses of the Pipeline Assets are those costs incurred to provide management 
and administration services for the pipeline business. A portion of the costs resulted from shared services with Koch. 
These expenses are charged to the Pipeline Assets based on the time spent on activities associated with the 
operation of the Pipeline Assets or other usage-based methods. 


Depreciation expense increased $217,000 over 1996 due to the continued capital spending relating to growth 
opportunities. 


Operating cash flow for the seven month period ended July 31, 1997 was $31.3 million, a decrease of 
$1.9 million from 1996, primarily as a result of the increased preventive maintenance costs and the costs relating to 
the pipeline leak. 


Year Ended December 31, 1996 Compared to December 31, 1995 


Revenues for the year ended December 31, 1996 were $79.4 million, an increase of $4.4 million from 1995 as 
volumes shipped on the Pipeline Assets increased by approximately 12,000 bbls/d to a total of 303,000 bbls/d. 
Continued increases in production volumes, primarily from the Taber, Jenner, and Suffield oil fields along the Bow 
River Pipeline System, added approximately 6,000 bbls/d to the system. The Mid-Saskatchewan Pipeline System 
gathering extension to the Marengo and Mantario fields was completed in April, 1996 and production development 
in the area contributed approximately 4,800 bbls/d to the overall average volume increase for the year. The volumes 
transported from the Marengo and Mantario oil fields continued to increase throughout the year and were averaging 
9,400 bbls/d at year-end. 


Operating costs were $18.6 million and at the same level as 1995. Increases in 1996 for property taxes, 
electrical power costs and maintenance costs associated with the increase in throughput volumes were offset by the 
absence of non-recurring costs incurred in 1995. 


General and administrative expenses in 1996 were $3.0 million, an increase of $286,000 over 1995 due 
primarily to increased support group costs in accounting, public affairs and drafting, and increased management, 
salary and benefit costs. 


Depreciation expense in 1996 was $6.8 million, up $918,000 from 1995 as a result of growth capital spending 
for pipeline expansions and new battery connections. 


Operating cash flow for the year ended December 31, 1996 was $57.7 million, up $4.1 million from 1995 due to 
the increased volumes shipped and the absence of the non-recurring costs which were incurred in 1995. 


Year Ended December 31, 1995 Compared to December 31, 1994 


Revenues for the year ended December 31, 1995 were $75.0 million, an increase of $9.6 million from 1994 on 
an increase of approximately 30,000 bbls/d in volumes shipped. Approximately 22,000 bbls/d of the volume 
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increases resulted from increases in production, primarily from the Horsefly, Taber, Jenner, Suffield and Amisk 


areas along the Bow River Pipeline System corridor and from trucked volumes from the Marengo and Mantario 
areas in Saskatchewan. 


Operating costs were $18.6 million, an increase of $1.2 million over 1994. The 1995 costs include a $2.0 million 
charge related to a fire at the Chin Coulee pump station on the Bow River Pipeline System, including $510,000 in 
temporary pumping costs incurred in order to minimize the disruption of the transportation of crude oil for shippers 
and producers using the system. These costs were offset by decreased expenditures of $870,000 as a result of tank 
cleaning initiatives completed in 1994. 


General and administrative expenses in 1995 remained consistent with 1994 at $2.7 million. 


Depreciation expense in 1995 was $5.9 million, an increase of $493,000 from 1994 as a result of growth capital 
spending for the Bow River Pipeline System southbound mainline capacity expansion and new battery connections. 


Operating cash flow for the year ended December 31, 1995 was $53.6 million, an increase of $8.4 million from 
1994 due to increases in volumes transported on the Pipelines. 


Liquidity and Capital Resources 


The last several years have seen significant drilling and oil production activity in Canada, including the areas 
served by the Pipeline Assets. Koch has invested significant capital to meet its customers’ needs through the 
construction of new battery connections, lateral gathering segments, and mainline capacity expansions. 


Since 1992, capital expenditures have exceeded $105 million to expand and maintain the Pipeline Assets, 
contributing to the throughput volume growth from 228,200 bbls/d in 1992 to 303,000 bbls/d in 1996. Capital 
expenditures for projects approved or underway at the time of the closing of the offering will be for the account of 
Koch, and will not be funded by the Partnership. Future capital expenditures for the account of the Partnership, will 
be funded by advances on a revolving credit facility with a Canadian chartered bank, the cash of the Partnership, or 
the issuance of additional Units. 


Capital expenditures in the first seven months of 1997 were $9.7 million. Included in the expenditures are: 
upgrades of mainline pumping capacity on the Bow River Pipeline System to accommodate further expected 
production increases in the Jenner and Suffield oil fields; and storage and capacity upgrades on the 
Mid-Saskatchewan Pipeline System related to expected production increases from the Marengo and Mantario 
oilfields. Expenditures for new battery connections, gathering capacity expansions and communications equipment 
were also incurred. 


During 1996 capital expenditures were $24.6 million. These expenditures included the gathering extension, 
mainline capacity expansion, and addition of storage capacity undertaken to connect the Marengo and Mantario 
oilfields to the Mid-Saskatchewan Pipeline System. Capital expenditures in 1996 also included the completion of 
several new battery connections and gathering capacity expansions, and the expansion of the Bow River Pipeline 
System southbound mainline capacity from 57,200 bbls/d to 96,200 bbls/d. 


Capital expenditures were $23.0 million in 1995. Expenditures were incurred to expand the Bow River Pipeline 
System southbound mainline capacity during the winter of 1995/1996. In addition, new battery connections and 
gathering capacity expansions on the Bow River Pipeline System, and a mainline capacity expansion on the Koch 
Alberta Pipeline System were completed during 1995. 
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FINANCIAL FORECAST OF KOCH PIPELINES CANADA, L.P. 


The Forecasted Statement of Income and Distributable Cash of Koch Pipelines Canada, L.P. (the 
“Partnership’) for the year ending December 31, 1998 as well as the principal assumptions used to prepare the 
forecast, were prepared on behalf of the Partnership by the management of the General Partner in November, 1997 
and approved by the General Partner on November 18, 1997. 


The financial forecast was prepared according to generally accepted accounting principles and regulatory 
requirements relating to the evaluation, presentation and publication of financial forecasts. The forecast was 
prepared according to assumptions that reflect the courses of action that the General Partner and Partnership have 
planned to adopt for the period covered by the forecast, and reflects the General Partner’s judgment as to the most 
probable future industry and economic conditions during the forecast period. Pursuant to applicable securities 
legislation, the Partnership will be required to update the forecast during the forecast period by identifying any 
significant changes resulting from events that have occurred during the period, or disclosing that no significant 
changes are required, and by comparing such forecast with annual and interim results. 


Some of the assumptions used in the preparation of the forecast, although considered reasonable by the 
General Partner at the time of preparation, may prove to be incorrect. The actual results achieved for the forecast 
period will vary from the forecast results and the variations may be material. There is no representation by the 
General Partner that actual results achieved during the forecast period will be the same, in whole or in part, as 
those forecasted herein. 


The forecast should be read in conjunction with the audited combined financial statements of Pipeline Assets, 
and the pro forma combined balance sheet of the Partnership appearing elsewhere in this prospectus. 
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AUDITORS’ REPORT ON FINANCIAL FORECAST 


To the Board of Directors of Koch Pipelines Canada Ltd., 
as general partner of Koch Pipelines Canada, L.P. (the “Partnership” 


The accompanying financial forecast of the Partnership consisting of a statement of Income and Distributable 
Cash for the year ending December 31, 1998 has been prepared by management of the General Partner using 
assumptions with an effective date of November 18, 1997. We have examined the support provided by the 
management of the General Partner for the assumptions and the preparation and presentation of this financial 
forecast. Our examination was made in accordance with the applicable Auditing Guideline issued by The Canadian 
Institute of Chartered Accountants. We have no responsibility to update this report for events and circumstances 
occurring after the date of our report. 


In our opinion: 


¢ as of the date of this report, the assumptions developed by the management of the General Partner are 
suitably supported and consistent with the plans of the General Partner and provide a reasonable basis for 
the financial forecast; 


¢ this financial forecast reflects such assumptions; and 


¢ this financial forecast complies with the presentation and disclosure standards for forecasts established by 
The Canadian Institute of Chartered Accountants. 


Since this forecast is based on assumptions regarding future events, actual results will vary from the 
information presented and the variations may be material. Accordingly, we express no opinion as to whether this 
forecast will be achieved. 


Calgary, Canada, (Signed) ERNST & YOUNG 
November 18, 1997 Chartered Accountants 
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KOCH PIPELINES CANADA, L.P. 


FORECASTED STATEMENT 
OF INCOME AND DISTRIBUTABLE CASH 


(Thousands except for 
Per Partnership Unit amounts) 


Year ending 
December 31, 1998 


Revenue...) .96h fic (be SEO COVE AS. ike MRO IR, ere Se CEE. LEG 6 ORR CMC PEERS ART atte tees $ 94,459 
Expenses: 

Operating «he. Castiorstis wall. Se. pated se. qaclaie she. Rofeoaeh sire, SU cites, eemven ae 22,114 
General, and administrativey fran’ aveix Mot av. deticnest, Re, Tet OTe, Ae IIe, 2 4,745 
Income before the *undérmotedtitemsee Fee ee ee ee Nr re ene en en wong 5 ata 67,600 
Depreciation °">. So engraed Wate wee, were Se etc at ce nea: ee create ee eS fae ete, eee 50,930 
Management’ fee. Pe See ee. Geran s et, oe ten es te ert eetnete ene oer: Oe coe ares es 1,370 
ING ERCORMTE rcs ap cotete cae ek eth eos sila cycle cee TEL age ake eR cas $ 15,300 
Add (deduct): 

Depréciation S0"28 tet JR) FRIST G eo Oe Me rae ae Lo, ARE ete cae anaes 50,930 
Capital ‘expenditures‘on* Pipeline ‘Assets!\(note’4(b)) meer ere ee eee es net (14,791) 
Capital expenditures funded by Koch (moteia( bor cts ees pe ec ae ea re 12,974 
Distributable. Cash, .:0063) 5c ensiens% din tek (a atid cal a ce ee ee 6 ee $ 64,413 


Per Class A Unit (Note 3(b)) 
Net imcone aii coi Rea ee hte in te teed eke hp eats re oa 5 ee Oo 
Distributable: Cash's. sic scl seco e te le ee re ei ae ee re aa ered $ 0.88 


See accompanying notes 
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KOCH PIPELINES CANADA, L.P. 


NOTES TO FINANCIAL FORECAST 
FOR THE YEAR ENDING DECEMBER 31, 1998 


BASIS OF PRESENTATION 


The financial forecast of Koch Pipelines Canada, L.P. (the “Partnership”) has been prepared by Koch Pipelines Canada Ltd. (the “General 
Partner”) and was completed on November 18, 1997 and approved by the Board of Directors of the General Partner on November 18, 1997. 


The financial forecast was prepared in accordance with generally accepted accounting principles and consists of the Forecasted Statement of 
Income and Distributable Cash of the Partnership for the year ending December 31, 1998. The forecast excludes the operations of the 
Partnership for the period from August 1, 1997 to December 31, 1997. Distributable Cash generated from closing on November 27, 1997 to 
December 31, 1997 will also be available for distribution to Class A Unitholders. The forecast includes only the revenues and expenses of the 
Partnership and excludes the revenues and expenses of any Partner. 


The financial forecast presents information about the prospective results of operations and distribution of cash of the Partnership based on 
assumptions that reflect the planned courses of action for the Partnership and the General Partner’s judgment as to the most probable future 
industry and economic conditions. The forecast assumes that the following transactions will be completed on January 1, 1998. 


(a) the issuance by the Partnership of 37,500,000 Class A Units for net proceeds of $353,312,500 after deducting estimated underwriters’ 
fees and expenses of this offering in the aggregate amount of $21,687,500, and aggregate obligations of $150,000,000 under Instalment 
Receipts; 


(b) the acquisition of a 100% interest in the Bow River, Koch Alberta, Koch Valley and Mid-Saskatchewan Pipeline Systems (the 
“Pipeline Assets”) by the Partnership from the General Partner, in consideration for the issuance by the Partnership of 
35,700,000 Class B Units, a $203,312,500 cash payment and $150,000,000 payable in one year. The amount of the purchase price to be 
allocated to the capital assets acquired is estimated to be approximately $678,832,000. 


The Partnership will be owned by the public and the General Partner. Koch Industries Inc. (“Koch Industries”) will have an approximate 
48.8% indirect ownership in the Partnership through its ownership in the General Partner. The Partnership will record the acquisition of the 
assets at their $689.7 million exchange amount. 


Under existing income tax legislation, the Partnership will not be subject to income taxes directly, however, the limited and general partners 
of the Partnership are subject to tax on their proportionate interest in the income earned by the Partnership. 


Users of this financial forecast are cautioned that, since the forecast is based on assumptions regarding future events, actual results achieved 
for the forecast period will vary from the information presented and that the variations may be material. 


STRUCTURE OF THE PARTNERSHIP 


The Partnership is a limited partnership created under the laws of the Province of Alberta pursuant to an agreement, dated October 9, 1997 
(the “Partnership Agreement”), made between the General Partner, as general partner, and 687371 Alberta Ltd., as the limited partner. 


The Partnership will distribute, on a quarterly basis, Distributable Cash to holders of the Partnership Units. The definitions of Distributable 
Cash, Operating Cash and the distribution policy of the Partnership are more particularly described under the headings “Quarterly Cash 
Distributions” and “Calculation of Distributable Cash” in the prospectus of which this forecast constitutes a part. 


The Partnership will own the Pipeline Assets. Under the Partnership Agreement, the General Partner will be entitled to recover all direct 
and indirect expenses, including general and administrative expenses, incurred on behalf of the Partnership. The General Partner will also 
receive an annual base fee equal to 2% of the Partnership’s annual “Operating Cash”. In addition, the General Partner will be entitled to 
earn an annual incentive fee calculated as a percentage of the Partnership’s annual Distributable Cash per unit, an acquisition fee of 1.0% of 
the purchase price of any assets acquired by the Partnership excluding the acquisition of the Pipeline Assets, and a disposition fee of 0.5% of 
the sale price of any assets sold by the Partnership. No incentive fees, acquisition fees or divestiture fees have been assumed to be earned by 


the General Partner during the forecast period. 


SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 


The preparation of this financial forecast requires the use of estimates and assumptions. In the opinion of the management of the General 
Partner, this financial forecast has been properly prepared within reasonable limits of materiality and in accordance with the accounting 
policies expected to be used by the Partnership for the year ending December 31, 1997 and thereafter, including: 


(a) Capital assets 


Expenditures for system expansion and major renewals and betterments are capitalized; maintenance and repair costs are expensed as 
incurred, Depreciation of property, plant and equipment for pipelines facilities and equipment, calculated on the fair value purchase 
price of the assets, commences when the pipelines are placed in commercial operation and is provided on a declining balance basis 
over their estimated service lives which range from 15 to 25 years. The service life for pipeline systems is determined with reference to 
the remaining life of the crude oil reserves gathered on the particular pipeline systems. 
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(b) Net income and Distributable Cash per Class A unit 


Class A and Class B units share equally on a pro rata basis in the allocation of net income and Distributable Cash. The amount 
reported for net income and Distributable Cash per Class A unit is based on the Class A Unit pro rata share and the number of 
Class A units forecast to be outstanding for the year. 


4. ASSUMPTIONS 
(a) Revenue and operating costs 
(i) Revenues 


Revenues are based on forecast volumes of shipments to be delivered through the various pipeline systems and expected toll 
rates. The forecast volumes represent the aggregate volumes expected to be shipped based on current shipment levels (modified 
as appropriate based on discussions with producers, lateral-specific histories, reserve estimations or a combination of such 
information), and volumes expected to be shipped relating to approved or planned expansion projects. Expected toll rates are 
based on current shipping arrangements and tolls expected to be earned on planned expansions (based on discussions with the 
affected shippers). 


Average daily throughput volumes for the year ended December 31, 1996, the eight months ended August 31, 1997 and for the 
forecast period are as follows: 


Average volumes shipped per day: 
Eight Months 


Year Ended Ended Year Ended 

December 31, August 31, December 31, 
1996 1997 1998 

pil Actaal) yy, (Actual) © ys borerast) e 

(mbbls) 

Bow, RiversPipeliney System) ira: aha enn te tome Giuersa a teek 197.8 189.9 206.0 
Mid-Saskatchewan’ Pipeline SyStemiy messi teksto cuekal ase) col fa ae oa avi 40.8 46.7 
Koch AlbentamPipeline System (> one teeter nee tra ote te etter 66.7 63.2 62.7 
Koch ValleyiPipeline System” n43 mae tent teed sce hiet!- beans ates 6.4 7.0 6.7 
303.0 300.9 322.1 


Expansions planned or underway on the various systems are assumed to add volumes of approximately 26.3 mbbls/day to the 
Bow River Pipeline System commencing January, 1998; and volumes of approximately 5.7 mbbls/day to the Mid-Saskatchewan 
Pipeline System commencing January, 1998. 


(ii) Operating costs 


Operating costs are comprised of field and engineering salaries and wages, the costs of maintaining the pipeline scheduling and 
communications systems, power costs, property taxes and repairs and maintenance expenditures. The forecast operating costs 
are based on historical results, recent operating experience and trends, operating budgets, and forecast volumes, including the 
growth in the systems resulting from the planned expansions. 


(b) Capital expenditures 


Aggregate capital expenditures estimated to be approximately $20.7 million, to be incurred on projects underway or approved at the 
time of the closing of this offering will be funded by Koch and will not be charged to the Partnership. These capital expenditures are 
being incurred to increase throughput and capacity and enhance product stream management flexibility which is expected to occur 
during the forecast period. All benefits associated with this capital expenditure program will enure to the Partnership. Of the 
$20.7 million, $7.690 million is expected to be expended in 1997 and $12.974 million is expected to be expended in 1998. 


In addition $1.817 million of maintenance capital expenditures are forecast to be incurred in 1998 and be funded by the Partnership. 
This forecast reflects the aggregate 1998 capital expenditures of $14.791 million, of which $12.974 million will be funded by Koch. 
(c) Management fee and general and administration expenses 


Under the terms of the Partnership Agreement, the General Partner is entitled to recover its general and administrative expenses 
incurred in managing the Pipeline Assets as well as those general and administrative expenses incurred by the Partnership. In addition, 
the General Partner will earn a fee of 2% of the Partnership’s annual Operating Cash and certain additional incentive fees for 
increasing the profitability and Distributable Cash of the Partnership. The financial forecast includes an annual base fee payable to the 
General Partner for management of the affairs of the Partnership. 


General and administrative expenses relating to operating and managing the Pipeline Assets have been estimated by the General 
Partner based on historical experience and growth expectations. Forecast general and administrative expenses of the Partnership 
represent direct and indirect costs expected to be incurred by the Partnership, including statutory reporting requirements, audit and 
legal fees, stock exchange listing fees and costs related to investor relations activities. 


(d) Interest on long-term debt 


The Partnership expects to have in place a revolving unsecured credit facility in the amount of $50 million with a Canadian chartered 
bank. The forecast assumes the credit facility will not be required to finance the forecast capital expenditures. 
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(e) 


(f) 


Future site restoration and abandonment costs 


Pipeline Asset operations will be charged with any costs associated with the future site restoration and abandonment of the Pipeline 
Assets. The potential costs of abandonment will be a function of a number of factors, including regulatory requirements at the time of 
abandonment, the size of the pipeline and the pipeline’s location. Abandonment requirements can vary considerably, ranging from 
simply emptying the pipeline and capping all open ends to removal of the pipeline and reclamation of the right-of-way. It is expected 
that portions of the Pipeline Assets will be abandoned over time, and the costs of smaller abandonments, not expected to be material in 
any particular year, will be charged to operating expense in the year of abandonment. At such time as the timing and cost of 
abandoning substantial portions of the Pipeline Assets can reasonably be determined, estimated costs will be provided over the 
remaining life of the Pipeline Assets. The forecast assumes no abandonments during the forecast period. 


General assumptions 


Revenues and expenses for the forecast period are based on actual estimates and therefore no inflation assumption has been made. 
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THE GENERAL PARTNER 


The General Partner, incorporated under the laws of Alberta, is an indirect, wholly-owned subsidiary of Koch 


Industries. 


Director and Officers of the General Partner 


The following table sets out the full name, municipality of residence and office with the General Partner, for 
each director and officer of the General Partner as well as their principal occupations during the past five years: 


Name and Municipality 


Randolph C:sAldridge 498 "207 2% 


Wichita, Kansas 


Stephen, K.. Kromet oo oo ee 
Calgary, Alberta 


Joseph’ W. Moellerai2- oo.) ae ae 
Wichita, Kansas 


Derek Brown?) 3. ee ete 


Toronto, Ontario 


Keith F. Miller eee ee 
Calgary, Alberta 


Robert T. Swittton@y, (ee Tee. 
Calgary, Alberta 


David W. Fesykitines ¢piae soe ae 
Calgary, Alberta 


Frank Janzen) soe Gren ere 
Calgary, Alberta 


David’G:. Parka jereras +t tee 
Calgary, Alberta 


Note: 


Position 


Director 


Director 


Director 
Director 
Director 


Director 


President, Chief Executive Officer 
and Director 


Vice-President Operations 


Vice-President Finance, Chief 
Financial Officer and Secretary 


Principal Occupation 


President, Koch Oil Company, a 
division of Koch Industries 


President, Koch Exploration 
Canada Ltd., an indirect subsidiary 
of Koch Industries 


Executive Vice-President and 
Director, Koch Industries 


Adjunct Professor of Finance, 
University of Toronto 


Partner, Burnet, Duckworth & 
Palmer, barristers and solicitors 


President, Western Provinces 
Resources Ltd., a personal 
investment and consulting company 


Vice-President, Transportation, 
Koch Oil Co. Ltd., an indirect 
subsidiary of Koch Industries 


President, Bow River Pipe Lines 
Ltd., an indirect subsidiary of Koch 
Industries 


Chief Financial Officer, Koch Oil 
Co. Ltd., an indirect subsidiary of 
Koch Industries 


(1) Independent Director. The three Independent Directors will be appointed immediately following the closing of the offering. 


During the last five years, all of the directors and officers have served in various capacities with Koch, except 


Messrs. Brown, Miller, Swinton and Park. Mr. Brown has been an Adjunct Professor of Finance in the Joseph L. 
Rotman School of Management and prior thereto a Special Lecturer at the University of Toronto since October 31, 
1996. Prior thereto Mr. Brown was Vice President and Director of RBC Dominion Securities Inc., an investment 
dealer. Mr. Miller has been a Partner of Burnet, Duckworth & Palmer since January 1, 1996 and for the 11 months 
prior thereto, was an Associate with such firm. Prior to joining Burnet, Duckworth & Palmer Mr. Miller was a 
Partner of MacKimmie Matthews, barristers and solicitors, since 1991. Mr. Swinton has been President and 
Director of Western Provinces Resources Ltd. since June 1997. Mr. Swinton was Chairman and Chief Executive 
Officer of Kenting Energy Services Inc., an oilfield services company, between January 1997 and May 1997 when 
such company was acquired. Prior thereto Mr. Swinton was Chairman and Chief Executive Officer of Enserv 
Corporation, a diversified oilfield services company. Mr. Park has served in various capacities with Koch since 
October, 1994. Prior thereto Mr. Park was employed with Atomic Energy of Canada Ltd. 


Each of the Independent Directors will receive annual directors’ fees of $20,000, plus $1,500 for each Board of 


Directors’ meeting attended. No remuneration will be paid to any of the other directors serving on the Board of 
Directors. 
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Background and Experience of Key Management of the General Partner 
David W. Fesyk, President and Chief Executive Officer 


Mr. Fesyk joined Koch in 1991 and has held several senior positions within Koch’s Canadian crude oil 
marketing, transportation and commercial development operations. Most recently Mr. Fesyk held the positions of 
General Manager Business Development and Vice President, Transportation of Koch Oil Co. Ltd. Prior to joining 
Koch, Mr. Fesyk gained experience in both the upstream and downstream sectors of the oil and gas industry through 
employment with Esso Petroleum Canada Ltd. and geological consulting firms. Mr. Fesyk graduated from Arizona 
State University in 1984 with a Bachelor of Science degree in Earth Science. He also earned a Master of Business 
Administration degree from the University of Calgary in 1993. 


Frank Janzen, P.Eng., Vice-President Operations 


During his 22 year tenure with Koch, Mr. Janzen has been directly involved in the operation and management 
of the Pipeline Assets. Mr. Janzen joined Koch in 1975 as a Field Engineer with the Bow River and 
Mid-Saskatchewan Pipeline Systems, and was promoted to Senior Engineer in April, 1984, with a further promotion 
to President of Bow River Pipe Lines Ltd. and Mid-Saskatchewan Pipe Lines, Ltd. in August, 1984. Since October 
1991, Mr. Janzen has also served as Vice-President of Koch Pipelines Ltd., which owns the Koch Alberta and Koch 
Valley Pipeline Systems. Mr. Janzen graduated from the University of Calgary in 1975 with a Bachelor of Science 
Degree in Electrical Engineering. 


David G. Park, Vice-President Finance, Chief Financial Officer and Secretary 


Mr. Park joined Koch in 1994 as a member of Koch’s corporate development group at Koch’s headquarters in 
Wichita, and was appointed Chief Financial Officer of Koch Oil Co. Ltd. in May 1996. Prior to joining Koch, 
Mr. Park served in a number of international business development positions at Atomic Energy of Canada Ltd. 
Mr. Park graduated from Texas A&M University in 1988 with a Bachelor of Science in Economics, and from 
George Mason University in 1989 with a Master of Arts in Economics. 


Support Agreement 


Pursuant to the Support Agreement, Koch will provide the General Partner with the personnel and services 
necessary to administer and manage the Partnership and operate its business as contemplated by the Partnership 
Agreement. 


THE PARTNERSHIP AGREEMENT 


The following is a summary of certain principal features of the Partnership Agreement. A copy of the 
Partnership Agreement is attached hereto. The following discussion is qualified in its entirety by reference to the 
Partnership Agreement. Prospective investors are urged to review the Partnership Agreement carefully. Only 
persons who are residents of Canada or, if partnerships are Canadian partnerships, in each case, for purposes of 
the Tax Act may own Class A Units or purchase Class A Units pursuant to this offering. Ownership restrictions 
are also applicable to persons an interest in which would be a “tax shelter investment” for purposes of certain 
proposed amendments to the Tax Act and to certain persons associated with Koch. See “The Partnership 
Agreement — Transfer of Class A Units and Ownership Constraints”. 


Business 

Under the Partnership Agreement, the Partnership’s business will be restricted to activities which are directly 
or indirectly related to the transportation, storage, marketing and processing of hydrocarbons, and to holding 
investments in other entities which are primarily engaged in these activities. 


Capitalization 

The Partnership may issue an unlimited number of Class A Units and an unlimited number of Class B Units. 
The Class A Units may be issued to any party, including Koch Industries and its affiliates, but excluding persons 
who are not residents of Canada or partnerships which are not Canadian partnerships for purposes of the Tax Act, 
persons an interest in which would be a “tax shelter investment” for purposes of certain proposed amendments to 
the Tax Act and certain persons associated with Koch. See “Transfer of Class A Units and Ownership Constraints”. 
The Class B Units will only be issued to Koch and its subsidiaries (including the General Partner) and will be 
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automatically converted into Class A Units immediately following such time as such Class B Units cease to be held 
by Koch, subject, in the case of a transfer of Class B Units to a successor general partner of the Partnership, to the 
requirement that the successor general partner must hold Class B Units representing not less than 0.1% of the total 
number of Units outstanding. The Class B Units will also be convertible into Class A Units at the option of Koch in 
the event the General Partner ceases to be general partner of the Partnership. While Class B Units may only be 
issued to Koch and its subsidiaries and will be issued to the General Partner pursuant to the Asset Purchase 
Agreement, there is no requirement in the Partnership Agreement that Koch be issued only Class B Units. Koch 
may, therefore, acquire Class A Units from the Partnership in the future. Class A Units and Class B Units shall be 
of equal rank and each unit shall generally possess the same rights, privileges and obligations except that holders of 
Class B Units will not be Limited Partners and will accordingly not have the benefit of limited liability. 


Capital Contributions 


The General Partner will transfer the Pipeline Assets to the Partnership pursuant to the Asset Purchase 
Agreement in consideration for approximately $353.3 million in cash ($150.0 million of which will be payable on 
the first anniversary of closing) and 35,700,000 Class B Units which will represent a 48.8% Partnership Interest after 
the issue of Class A Units pursuant to this offering. The Class B Units to be issued to the General Partner will be 
fully paid for in property, being a portion of the Pipeline Assets to be transferred to the Partnership. Pursuant to the 
Underwriting Agreement, an aggregate of 37,500,000 Class A Units will be offered to the public pursuant to this 
offering for the price of $10.00 per Unit. The Class A Units to be issued to the public will be fully paid for by the 
$6.00 per Class A Unit initial instalment and the $4.00 per Class A Unit final instalment. 


Distributions 


The Partnership Agreement provides that the Partnership will make distributions of all Distributable Cash in 
respect of the quarters ending March, June, September and December in each year to Unitholders of record on the 
last day of such quarter. Payments will be made on or about the 30th day after each record date. The distribution in 
respect of the initial period ending December 31, 1997 is expected to be paid on January 31, 1998 to Unitholders of 
record on December 31, 1997. The General Partner will have the authority to amend the Partnership Agreement 
without the approval of the Limited Partners to provide for distributions of Distributable Cash more frequently than 
on a quarterly basis, provided, however, that a change in the frequency of distributions may not be made by the 
General Partner more often than once in any twelve month period. 


The Partnership Agreement also provides that for the purposes of the Partnership Act (Alberta), distributions 
of Distributable Cash shall be considered to be returns of capital to the Partners until such time as 99.9% of the 
aggregate of all Partners’ capital contributions have been repaid or returned. Thereafter, no further returns of capital 
shall be made to the Partners until dissolution of the Partnership. 


Calculation of Distributable Cash 


The ability of the Partnership to make distributions to Unitholders is dependent upon the Distributable Cash 
generated from the Pipeline Assets commencing on closing of this offering. “Distributable Cash” will be equal to 
“Operating Cash” (as herein defined), adjusted for certain other items. 


Operating cash (“Operating Cash’’) from the Pipeline Assets and New Assets, if any, will be determined as 
follows: 


(i) the aggregate of revenues earned with respect to the operations of the Pipeline Assets and any New 
Assets, including toll and other revenues associated with the transportation of products through the 
facilities comprising the Pipeline Assets and any New Assets; 


minus the aggregate of: 


(ii) the direct and indirect operating costs incurred in connection with the business and undertaking referred 
to in (i) or incurred in maintaining the assets or defending title thereto (excluding the costs to a 
maximum of $10.0 million of the “smart pigging” inspection program described under “Other Matters 
Relating to the Pipeline Assets — Pipeline Integrity and Environmental Matters’); plus 


(iii) the direct and indirect general and administrative costs incurred in connection with the business and 
undertaking referred to in (i); plus 
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(iv) other direct and indirect costs, not included in (ii) or (ili), incurred in earning the revenues from the 
sources referred to in (i); 


“Distributable Cash” is equal to Operating Cash plus the aggregate of: 

(a) interest and other income earned by the Partnership; plus 

(b) cash proceeds from capital transactions, such as borrowings, issuances of Units and sales of assets; plus 
(c) reductions in reserves previously established by the General Partner (see “— Cash Reserves”); plus 


(d) any tax refunds received, which relate to taxes previously deducted in the computation of Distributable 
Cash; 


minus the aggregate of: 


(e) direct and indirect general and administrative costs incurred by the Partnership (to the extent not already 
deducted in determining Operating Cash); plus 


(f) debt service costs, including interest, principal, fees and discounts with respect to indebtedness incurred 
by or in connection with the Partnership, the Pipeline Assets or New Assets; plus 


(g) current income, capital, withholding and other taxes accruing which are reasonably related to amounts 
included in computing Distributable Cash; plus 


(h) increases in reserves established by the General Partner (see ‘““ — Cash Reserves’); plus 


(i) any capital expenditures incurred in connection with the Pipeline Assets and New Assets (excluding the 
cost to complete the expansion projects underway at the time of closing described under “Other Matters 
Relating to the Pipeline Assets — Capital Expansion Projects’’); plus 


(j) the management fee, the incentive and other fees and reimbursements (to the extent such fees and 
reimbursements have not been deducted in the calculation of Operating Cash) paid or payable to the 
General Partner as described under “— Compensation and Reinstatement of General Partner.” 


All amounts to be included in the computation of Distributable Cash will be determined in accordance with 
generally accepted accounting principles in Canada as applied by the Partnership in the preparation of its financial 
statements. In the event of any uncertainty over the application of such principles in determining the amount to be 
included in Distributable Cash, the auditors of the Partnership will make such determinations as may be required. 


The amount of Distributable Cash payable to Unitholders will depend on a number of factors. These factors 
include pipeline throughput and the applicable rates, tolls and charges thereon, operating and administrative 
expenses incurred in relation to current operations, general and administrative expenses incurred by the Partnership 
(including legal and audit fees, stock exchange listing fees, transfer agents fees, Unitholder information costs and 
the management, incentive and other fees payable to the General Partner), capital expenditures on expansions or 
acquisitions and debt servicing requirements. 


Cash Reserves 

Under the Partnership Agreement, the General Partner has the authority: to establish cash reserves that are 
determined to be necessary or appropriate to provide for the proper management and operation of the Partnership 
and the Pipeline Assets and New Assets, if any, including cash reserves for capital or maintenance expenditures; to 
fund the cost of abandonment of the Pipeline Assets and New Assets, if any, or other environmental obligations 
associated with the Pipeline Assets and New Assets, if any: to stabilize distributions of Distributable Cash to 
Unitholders: to reduce debt; or, as necessary to comply with the terms of any agreement or obligation of the 
Partnership. The General Partner has broad discretion in establishing, maintaining, increasing and decreasing 
reserves, and its decisions regarding reserves could have a significant impact on the amount of Distributable Cash. 
The establishment and funding of reserves will reduce Distributable Cash. The timing of additions to and 
distributions from such reserves may result in the realization of taxable income by Unitholders in a year prior to that 


in which funds resulting therefrom are distributed. 


Allocation of Income and Loss 
The income for tax purposes of the Partnership for a given fiscal year of the Partnership will be allocated to 
each Partner in an amount calculated by multiplying such income by a fraction, the numerator of which is the sum 
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of the cash distributions received by such Partner with respect to such fiscal year, and the denominator of which is 
the aggregate amount of the cash distributions made by the Partnership with respect to such fiscal year. 


If, with respect to a given fiscal year, no cash distribution is made by the Partnership to its Partners, or the 
Partnership has a loss for tax purposes, one quarter of the income, or loss, as the case may be, for tax purposes of the 
Partnership for such fiscal year will be allocated to the Partners of record at the end of each calendar quarter ending 
in such fiscal year, in the proportion that the number of Units held at each such date by a Partner is of the total 
number of Units issued and outstanding at each such date. 


The amount of income or loss allocated to a Partner may exceed or be less than the amount of cash distributed 
to such Partner. 


Management 


The General Partner has all the rights and authority of a general partner according to the Partnership Act 
(Alberta), and any other right or authority otherwise granted by law. It is authorized to carry on the business of the 
Partnership, and subject to the limitations under “— Restrictions on Authority of General Partner’, the General 
Partner has full power and exclusive authority to administer, manage, control and operate the business of the 
Partnership. The General Partner may from time to time delegate such power and authority or procure assistance 
from other parties. 


Under the Partnership Agreement, the General Partner is specifically authorized to, among other things: 


(a) purchase and dispose of property, other than a sale, exchange or disposition that would be of all or 
substantially all of the assets of the Partnership, in a single transaction or a series of related transactions 
(see ‘““— Restrictions of Authority of General Partner’); 


(b) acquire securities of entities engaged primarily in activities which are permitted activities for the 
Partnership; 


(c) conclude, execute and carry out any agreement with respect to the business of the Partnership; 


(d) maintain, improve, expand, extend or change the Pipeline Assets and any other assets or undertaking 
from time to time of the Partnership; 


(e) see to the sound management of the Partnership; 


(f) borrow money in the name of the Partnership from the General Partner or its affiliates or financial 
institutions as determined by the General Partner, without limitation with regard to amount, cost or 
conditions of reimbursement of such loan, other than limitations on the amount of borrowings imposed 
on the General Partner as discussed under “‘Capitalization of the Partnership — Borrowing Restrictions”; 


(g) secure the payment of amounts of money borrowed by, and related expenses of, the Partnership with 
assets of the Partnership; 


(h) cause the Partnership to issue additional Units; and 


(i) do anything that is in furtherance of or is incidental to the business of the Partnership. 


Independent Directors 


The Partnership Agreement requires that the General Partner have not more than seven directors of which at 
least three must be Independent Directors. The Partnership Agreement further provides that during any period in 
which Koch owns, directly or indirectly, less than 30% of the issued and outstanding Units, not less than four of the 
directors of the General Partner must be Independent Directors. 


Restrictions on Authority of General Partner 


The authority of the General Partner is limited in certain respects under the Partnership Agreement. The 
General Partner is prohibited, without the prior approval of holders of at least 6674% of the Units voted at a meeting 
in person or by proxy, or by written consent of holders of at least 6674% of the outstanding Units, from selling, 
exchanging or otherwise disposing of all or substantially all of the assets of the Partnership in a single transaction or 
a series of related transactions, provided that the General Partner may mortgage, pledge, hypothecate or grant a 
security interest in all or substantially all of the assets of the Partnership without such approval. The General Partner 
may also sell all or substantially all of the assets of the Partnership pursuant to a foreclosure or other realization 
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upon the foregoing encumbrances without such approval. Except as provided in the Partnership Agreement and 
generally as described under “— Amendment of Partnership Agreement”, any amendment to a provision of the 
Partnership Agreement generally will require the approval of the holders of at least 664% of the Units voted at a 
meeting in person or by proxy, or by written consent of holders of at least 6624% of the outstanding Units. 


, Any sale of assets to the Partnership, or the sale of assets of the Partnership by the Partnership will also be 
subject to requirements of applicable law. In the event that the Partnership is purchasing assets from, or selling 
assets to, the General Partner or a related party of the General Partner, then it may be necessary to comply with 


certain requirements in Ontario Securities Commission Policy 9.1 and Quebec Securities Commission Policy Q-27 
where such policies are applicable. 


Issuance of Additional Units 


The Partnership Agreement authorizes the General Partner to cause the Partnership to issue additional Units 
for such consideration and on such terms and conditions as shall be established by the General Partner. Although 
the General Partner in its discretion may utilize a rights offering to issue additional Units, Partners, other than the 
General Partner, will not have a pre-emptive right to acquire such additional Units in proportion to their existing 
ownership of Units. The General Partner will have a pre-emptive right to acquire (or to cause an affiliate to 
acquire), such additional Units in proportion to its existing ownership of Units. The General Partner currently 
anticipates that it would exercise its pre-emptive rights in order to maintain its Partnership Interest at approximately 
48.8%. 


Compensation and Reimbursement of General Partner 


The Partnership Agreement provides for an annual base fee to be paid to the General Partner equal to 2.0% of 
the Partnership’s annual Operating Cash. In addition, as an incentive to the General Partner to enhance the 
profitability of the Partnership and the cash distributions paid in respect of the Units, the General Partner will be 
entitled to earn an annual incentive fee calculated as a percentage of available Distributable Cash. The percentage 
of available Distributable Cash payable to the General Partner as an incentive fee will be 15% of available 
Distributable Cash in excess of $1.01 per Unit annually but less than or equal to $1.10 per Unit annually, 25% of 
available Distributable Cash in excess of $1.10 per Unit annually but less than or equal to $1.19 per Unit annually 
and 35% of available Distributable Cash in excess of $1.19 per Unit annually. For example, if available Distributable 
Cash per Unit for a fiscal year was equal to or less than $0.88 (which amount represents the forecast for 
Distributable Cash per Unit for the year ended December 31, 1998 — see “Financial Forecast”), $1.05 or $1.25 and 
assuming that the incentive fee is calculated on the basis of 37,500,000 Class A Units and 35,700,000 Class B Units 
being outstanding, then the incentive fee which would be payable would be nil, $439,200 and $4,172,400, 
respectively. The incentive fee will be paid at the time of distribution of Distributable Cash for the last calendar 
quarter of each year. No incentive fees will be payable to the General Partner for the period from closing of the 
offering to December 31, 1997. In addition, the General Partner will be paid an acquisition fee equal to 1.0% of the 
purchase price of any New Assets acquired by the Partnership, and a disposition fee equal to 0.5% of the sale price 
of any assets sold by the Partnership. No acquisition fee will be payable in connection with the purchase of the 


Pipeline Assets by the Partnership. 


The General Partner will be entitled to recover all of its direct and indirect operating, general and 
administrative and other costs and expenses incurred for and on behalf of the Partnership or in the performance of 
its duties as general partner of the Partnership. The Partnership will be responsible for all of its costs and expenses 
including, without limitation, all of its direct and indirect general and administrative, operating and other costs and 
expenses relating to the operation of the Pipelines Assets and any New Assets. The costs and expenses for which the 
Partnership is responsible and which the General Partner will be entitled to recover include, without limitation, legal 
and audit fees, stock exchange listings fees, transfer agent’s fees, Unitholder information costs, consulting and 
advisory fees incurred in connection with the Partnership’s business or the evaluation of investment opportunities by 
the Partnership, fees paid to third parties, including Koch, for services rendered to the General Partner or the 
Partnership (provided that fees paid to Koch pursuant to the Support Agreement may not exceed Koch’s cost of 
providing such services), expenses associated with the issuance of Units, and costs incurred by the Independent 
Directors in evaluating matters relating to the Partnership, including any directors’ fees or incidental travel expenses 


paid to such Independent Directors. 
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Activities and Liability of Limited Partners 


The Partnership was formed as a limited partnership under the Partnership Act (Alberta) in order for a 
Limited Partner to benefit from limited liability except in respect of the capital contributed to the Partnership plus 
undistributed income of the Partnership. On or before closing of this offering, the Partnership will be registered or 
extra-provincially registered in all the provinces of Canada when such registration is required. A Limited Partner 
may lose the protection of limited liability if it takes part in the control of the business of the Partnership or does 
not comply with legislation governing limited partnerships in force in provinces where the Class A Units are 
offered for sale or where the Partnership carries on business. 


Limited Partners are not permitted, in that capacity, to, among other things, take part in the administration, 
management, control or operation of the business of the Partnership, to transact any business on behalf of the 
Partnership, or make any commitment on behalf of, or otherwise obligate or bind the Partnership. The General 
Partner will not be so restricted although it may own Class A Units. 


If limited liability of the Limited Partners is lost by reason of the negligence of the General Partner in 
performing its duties and obligations under the Partnership Agreement, the General Partner is required to indemnify 
the Limited Partners against all claims arising from assertions that their respective liabilities are not limited as 
intended by the Partnership Agreement. 


While the General Partner has unlimited liability for the obligations of the Partnership, and has agreed to 
indemnify the Limited Partners in circumstances referred to above, the General Partner may not have sufficient 
assets to honor its obligations under such indemnification. ; 


Unlike the Limited Partners, the General Partner will have unlimited liability for the liabilities and obligations 
of the Partnership, but will be entitled to indemnification from the Partnership. See “— Indemnification”. 


Transfer of Class A Units and Ownership Constraints 


Except to the extent described below, Class A Units are fully transferable at the expense of the transferee. A 
Class A Unit is not, however, transferable in part and no transfer of a Class A Unit will be recognized by the 
General Partner unless a transfer form duly completed and signed by the registered holder of the Class A Unit and 
by the transferee, and the certificate representing such Class A Unit have been remitted to the registrar and transfer 
agent for the Class A Units. 


The General Partner will deny a transfer of Class A Units to any person who is not an Eligible Investor. To be 
an “Eligible Investor” a person must not be (i) a non-resident or a partnership that is not a Canadian partnership 
for purposes of the Tax Act, (ii) a person an interest in which would be a “tax shelter investment” for purposes of 
certain proposed amendments to the Tax Act, or (iii) a present or former direct or indirect shareholder of Koch 
Industries or an associate or affiliate of a present or former direct or indirect shareholder of Koch Industries. For 
these purposes, the terms “associate” and “affiliate” do not include Koch Industries, the General Partner, the 
Partnership or any direct or indirect subsidiary of Koch Industries. 


A transferee of a Class A Unit will become a Limited Partner and shall be subject to the obligations and 
entitled to the rights of Limited Partners under the Partnership Agreement on the date on which the General 
Partner amends the certificate of limited partnership under the Partnership Act (Alberta) to reflect that the 
transferee is a Limited Partner. The Partnership Agreement requires that the Partnership’s certificate of limited 
partnership be amended as at the end of each calendar quarter, if necessary, to reflect changes in Partners during the 
course of such quarter. 


No transfer of a Class A Unit will be registered by the Partnership unless the transferee certifies in the 
transfer form that the transferee is an Eligible Investor. In the transfer form, the transferee must also request 
admission as a substituted Limited Partner in the Partnership, agree to be bound by the terms and conditions of the 
Partnership Agreement and grant a power of attorney to the General Partner. Until a Class A Unit has been 
transferred on the books of the registrar and transfer agent, and the certificate of limited partnership is amended, 
the Partnership shall treat the record holder thereof as the absolute owner thereof for all purposes. 


Class A Units may not be held, directly or indirectly, by any person who is not an Eligible Investor. By 
executing the transfer form, each transferee of a Class A Unit represents to the General Partner and to all other 
Limited Partners that it is an Eligible Investor and covenants to retain such status for as long as it remains a Limited 
Partner. If the transferee is acquiring Class A Units on behalf of a beneficial owner, the transferee must represent 
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that the beneficial owner is an Eligible Investor. If the General Partner determines that a person is or has become, 
directly or indirectly, a holder of Class A Units in contravention of the foregoing restrictions, or if the holder fails to 
provide satisfactory evidence with respect to the residency or other relevant status of the holder, the General Partner 
will require the holder to dispose of the Class A Units to a person who does not contravene the foregoing restrictions, 
failing which the General Partner, subject to compliance with applicable securities laws, has the right to sell the 
Class A Units or to acquire the Class A Units on behalf of the Partnership. In addition, in the event the General 
Partner determines that a person has become a holder of Class A Units in contravention of the foregoing 
restrictions, the holder of the subject Class A Units shall be deemed to have ceased to be a Limited Partner in 
respect of its ownership of such Class A Units effective immediately prior to the date of contravention and shall 
not be entitled to any distributions of Distributable Cash and such Class A Units shall be deemed not to be 
outstanding until acquired by a new holder who complies with such restrictions; provided that holders of other 
Class A Units shall not be entitled to any portion of Distributable Cash paid in respect of Class A Units that have 
been so deemed not to be outstanding. 


Take-Over Bids 


The Partnership Agreement contains provisions to the effect that if a take-over bid is made for Class A Units 
and not less than 90% of the Class A Units are held by the offeror following the takeover bid, the offeror will be 
entitled to acquire the Class A Units held by Unitholders who did not accept the offer on the terms offered by the 
offeror. The Partnership Agreement does not require that a take-over bid made for Class A Units also be made for 
Class B Units in order for the foregoing to be applicable. However holders of Class B Units may convert their 
Class B Units into Class A Units in the circumstances described under “— Capitalization”. 


Power of Attorney 


The transfer form required to be signed on the transfer of a Class A Unit, and the Partnership Agreement, each 
include an irrevocable power of attorney authorizing the General Partner on behalf of Unitholders to, among other 
things, execute any amendments to the Partnership Agreement and all instruments necessary to reflect the 
dissolution of the Partnership as well as any elections, determinations or designations under the Tax Act or taxation 
legislation of any province or territory with respect to the affairs of the Partnership or a Unitholder’s interest in the 
Partnership. 


Withdrawal or Removal of the General Partner 


The General Partner has agreed not to voluntarily withdraw as general partner at any time prior to the fifth 
anniversary of the closing of this offering, provided that: (i) if the General Partner is an affiliate of Koch, the 
General Partner may withdraw without Limited Partner approval on 90 days’ written notice to the Limited Partners 
in the event that Koch decides to no longer be involved, directly or indirectly, in the operation of pipelines in North 
America; (ii) the General Partner may withdraw if such withdrawal is approved by holders of at least 6674% of the 
Units voted at a meeting in person or by proxy, or by written consent of holders of at least 6674% of the outstanding 
Units excluding, in each case, Units held by the General Partner and its affiliates, after which event the General 
Partner may withdraw as general partner by giving 90 days’ written notice; or (iii) the General Partner may 
withdraw without Limited Partner approval upon 90 days’ written notice to the Limited Partners if more than 50% 
of the outstanding Units are directly or indirectly held or controlled by one person and its affiliates other than the 
withdrawing General Partner and its affiliates. In addition, the Partnership Agreement does not restrict the ability of 
Koch’s or its affiliates to sell all or any portion of the General Partner to a third party or parties without the approval 
of the Limited Partners. 

After the fifth anniversary of the closing of this offering, the General Partner may withdraw in the 
circumstances described in items (i), (ii) and (iii) above, and, in addition, may withdraw without Limited Partner 
approval on 12 months’ notice to the Limited Partners, or on 90 days’ written notice to the Limited Partners if such 
withdrawal is approved by the Independent Directors. 

Koch has been involved in the pipeline business for over 50 years and currently intends to remain in such 
business. Koch Industries will indirectly own a 48.8% Partnership Interest through the General Partner. 


The General Partner may not be removed as general partner of the Partnership unless: (i) the General Partner 
has committed a material breach of the Partnership Agreement, which breach has subsisted for 60 days after notice, 
and such removal is also approved by the vote of the holders of at least 66%4% of the outstanding Units excluding, for 
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this purpose, Units held by the General Partner and its affiliates; (i) in the event that the General Partner and its 
affiliates at any time own less than 30% of the outstanding Class A Units, if such removal is approved by the holders 
of at least 50% of the outstanding Units voted at a meeting in person or by proxy, or by written consent of holders of 
at least 50% of the outstanding Units; or (iii) in the event that the shareholders or directors of the General Partner 
pass a resolution in connection with the bankruptcy, dissolution, liquidation or winding-up of the General Partner, or 
the General Partner commits certain other acts of bankruptcy or ceases to be a subsisting corporation, provided that 
certain other conditions are satisfied, including a requirement that a successor general partner agrees to act as 
general partner under the Partnership Agreement. 


The General Partner may at any time and from time to time transfer Class B Units to any person, without the 
approval of Limited Partners, provided that if the General Partner will continue to be the general partner of the 
Partnership following such transfer, the General Partner may not transfer Class B Units if, after giving effect to such 
transfer, the Class B Units owned by the General Partner would represent less than 0.1% of the outstanding Units. 
Without limitation of the foregoing, the General Partner may transfer all, but not less than all, of its Class B Units in 
the Partnership without the approval of the Limited Partners: (i) to an affiliate of Koch; (ii) in connection with the 
General Partner’s merger with or into another entity; or (iii) to the purchaser of all or substantially all of its assets, 
in all cases provided that such transferee assumes the rights and duties of the General Partner and agrees to be 
bound by the provisions of the Partnership Agreement. In the case of a transfer of all of the Class B Units by the 
General Partner (other than a permitted transfer to a successor general partner as set forth in the previous 
sentence), the approval of the holders of at least 6674% of the then outstanding Units is required. 


Amendment of Partnership Agreement 


Amendments to the Partnership Agreement may be proposed only by the General Partner. The General 
Partner is required to seek written approval of the holders of the number of Units required to approve such 
amendments or call a meeting of the Partners to consider and vote upon the proposed amendment, except 
amendments which the General Partner may make without the approval of Partners, as described below. Proposed 
amendments (other than those described below) must be approved by holders of at least 664% of the Units voted at 
a meeting in person or by proxy, or by written consent of holders of at least 6624% of the outstanding Units, except 
that no amendment may be made which would: (i) enlarge the obligations of the General Partner without its 
consent; (ii) restrict in any way any action by or rights of the General Partner as set forth in the Partnership 
Agreement, without its consent; (iii) modify the amounts distributable, reimbursable or otherwise payable by the 
Partnership to the General Partner or any of its affiliates, without its consent; (iv) reduce the term of the 
Partnership; (v) give any person the right to dissolve the Partnership other than the General Partner’s right to 
dissolve the Partnership with the approval of at least 6674% of the Units voted at a meeting in person or by proxy, or 
by written consent of holders of at least 6674% of the outstanding Units; or (vi) modify the amendment provisions of 
the Partnership Agreement. 


The General Partner may make amendments to the Partnership Agreement without the approval of any 
Partner to reflect: (i) a change in the name of the Partnership or the location of the principal place of business of the 
Partnership; (ii) the admission, substitution, withdrawal or removal of Limited Partners in accordance with the 
Partnership Agreement; (iii) a change that, in the sole discretion of the General Partner, is reasonable and 
necessary or appropriate to qualify or continue the qualification of the Partnership as a partnership in which the 
Limited Partners have limited liability; (iv) a change that, in the sole discretion of the General Partner, is 
reasonable, necessary or appropriate to enable the Partnership to take advantage of, or not be detrimentally affected 
by, changes in the Tax Act or other taxation laws; (v) a deletion from the definition of “Eligible Investor” of all 
references to a present or former direct or indirect shareholder of Koch Industries or an associate or affiliate of a 
present or former direct or indirect shareholder of Koch Industries; (vi) an increase in the frequency of distributions 
of Distributable Cash to more often than quarterly; and (vii) a change that, in the sole discretion of the General 
Partner, does not materially adversely affect the Limited Partners. 


Meetings and Voting 


The General Partner does not anticipate that any meeting of Partners will be called in the foreseeable future. 
Any action that is required or permitted to be taken by the Partners may be taken either at a meeting of the Partners 
or without a meeting if consents in writing setting forth the action so taken are signed by holders of such number of 
Units as would be necessary to authorize or take such action at a meeting of the Partners. Meetings of the Partners 
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may be called by the General Partner or by Partners owning at least 10% of the outstanding Units. Partners may 
vote either in person or by proxy at meetings. Holders of 10% of the outstanding Units represented in person or by 
proxy will constitute a quorum at a meeting of Partners. Generally, matters submitted for a vote are to be 
determined by the affirmative vote, in person or by proxy, of holders of at least 6674% of the Units voted in person or 
by proxy in respect of the matter, or by written consent of holders of at least 6674% of the outstanding Units, in 
certain circumstances excluding Units held by the General Partner and its affiliates. 


Indemnification 


The Partnership Agreement provides that the Partnership will, to the fullest extent permitted by law, indemnify 
the General Partner, any former general partner, each holder of Class B Units, any former holder of Class B Units 
(each, a “Departing Partner’), any person who is or was an affiliate of the General Partner or any Departing 
Partner, any person who is or was an officer, director, employee, partner, agent or trustee of the General Partner or 
any Departing Partner or any such affiliate, or any person who is or was serving at the request of the General Partner 
or any Departing Partner or any such affiliate as an officer, director, employee, partner, agent or trustee of another 
person (“Indemnitees”) from and against any and all losses, claims, damages, liabilities (joint or several), expenses 
(including, without limitation, legal fees and expenses), judgments, fines, settlements and other amounts arising 
from any and all claims, demands, actions, suits or proceedings, whether civil, criminal, administrative or 
investigative, in which any Indemnitee may be involved, or is threatened to be involved, as a party or otherwise, by 
reason of its status as the General Partner, a Departing Partner or affiliate of either or as an officer, director, 
employee, partner, agent or trustee of the General Partner, any Departing Partner or affiliate of either or a person 
serving at the request of the General Partner, any Departing Partner or any of their affiliates in another entity in a 
similar capacity, provided that in each case the Indemnitee acted in good faith and in a manner it reasonably 
believed to be in or not opposed to, the best interests of the Partnership and, in the case of a criminal or 
administrative action or proceeding that is enforced by monetary penalty, the Indemnitee had no reasonable cause to 
believe its conduct was unlawful. The above indemnification may result in indemnification of Indemnitees for 
negligent acts. Any indemnification under these provisions will be only out of the assets of the Partnership. The 
Partnership is authorized to purchase (or to reimburse the General Partner or its affiliates for the cost of) insurance 
against liabilities asserted against and expenses incurred by such persons in connection with the Partnership’s 
activities, whether or not the Partnership would have the power to indemnify such person against such liabilities 
under the provisions described above. 


Books and Reports 


The General Partner is required to keep appropriate records of the business at the principal office of the 
Partnership. The books of account will be maintained in accordance with Canadian generally accepted accounting 
principles, as amended from time to time. The fiscal year of the Partnership is the calendar year. 


As soon as practicable, but in no event later than 140 days after the end of each fiscal year, the General Partner 
will furnish each Partner with audited financial statements of the Partnership for the past fiscal year, prepared in 
accordance with Canadian generally accepted accounting principles. As soon as practicable, but in no event later 
than 60 days after the end of each fiscal quarter (except the fourth quarter), the General Partner will furnish each 


Partner with unaudited interim financial statements. 


The General Partner will use reasonable efforts to furnish each Partner information required for income tax 
reporting purposes within 90 days after the end of each year end of the Partnership for income tax purposes. 


Right to Inspect Partnership Books and Records 


A Partner will generally have rights to information about the affairs of the Partnership which conform to the 
rights possessed by a shareholder of a corporation that is a “reporting issuer” under securities laws in Canada. 


The Partnership Agreement provides that a Partner can for a purpose reasonably related to such Partner's 
interest as a Partner, upon reasonable demand and at its own expense, have furnished to it: (i) a current list of the 
name and last known address of each Partner; (ii) copies of the Partnership Agreement, the certificate of limited 
partnership of the Partnership, and amendments thereto; and (iii) such other information regarding the affairs of the 
Partnership as is just and reasonable or as shall be provided to a Partner under applicable partnership legislation. 
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The General Partner may, and intends to, keep confidential from the Limited Partners, trade secrets or other 
information the disclosure of which the General Partner believes in good faith is not in the best interests of the 
Partnership or could damage the Partnership or which the Partnership is required by law or agreements with third 
parties to keep confidential. 


Termination, Dissolution and Liquidation 


The Partnership will continue until December 31, 2037, unless sooner terminated pursuant to the Partnership 
Agreement. The Partnership will be dissolved upon: (i) the election of the General Partner to dissolve the 
Partnership, if approved by holders of at least 6674% of the Units voted at a meeting in person or by proxy, or by 
written consent of holders of at least 6624% of the outstanding Units; (ii) the sale, exchange or other disposition of 
all or substantially all of the assets of the Partnership, if approved by holders of at least 6674% of the Units voted at a 
meeting in person or by proxy, or by written consent of holders of at least 66%7% of the outstanding Units; or 
(iii) withdrawal or removal of the General Partner or any other event that results in its ceasing to be the general 
partner of the Partnership (other than by reason of a withdrawal or removal following approval of a successor). 
Upon a dissolution pursuant to clause (iii) above, the holders of at least 6674% of the Units voted at a meeting in 
person or by proxy, or by written consent of holders of 6674% of the outstanding Units may also elect, within certain 
time limitations, to reconstitute the Partnership and continue its business on the same terms and conditions set forth 
in the Partnership Agreement by forming a new limited partnership on terms identical to those set forth in the 
Partnership Agreement and having as a general partner an entity approved by such holders, subject to receipt by the 
Partnership of an opinion of counsel that such reconstitution, continuation and approval will not result in the loss of 
limited liability of Limited Partners. 


CASH DISTRIBUTION REINVESTMENT PLAN 


Subject to receipt of all required regulatory approvals, a Unit cash distribution reinvestment plan (the “Plan’’) 
will be established on or prior to the date of closing for the Partnership to provide Unitholders with a method of 
reinvesting cash distributions into new Units. 


The main features of the Plan will be as follows: 


(1) Units are purchased quarterly with reinvested cash distributions on the open market (including Units 
represented by Instalment Receipts until the final instalments are paid) at prevailing market prices or, at 
the option of the Partnership, from the Partnership at the weighted average trading price of the Units for 
the 20 trading days preceding the relevant cash distribution date; 


(2) Participants will receive statements detailing the number of additional Units acquired through 
reinvestment to assist their record-keeping; and 


(3) All administrative costs of the Plan are borne by the Partnership. 


Once a Unitholder has enrolled in the Plan, his participation in the Plan continues automatically until 
terminated by the Unitholder or until the Plan is terminated by the Partnership at its sole option. 


If the Units are issued directly by the Partnership, participating Unitholders will pay no service or brokerage 
charges in respect of additional Units acquired under the Plan and proceeds from the issuance of such additional 
Units will be added to working capital of the Partnership. 
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CAPITALIZATION OF THE PARTNERSHIP 


The following table sets forth the capitalization of the Partnership as at October 9, 1997 and as at such date 


ae giving effect to this offering and the completion of the transactions contemplated by the Asset Purchase 
greement. 


As at 
October 9, 1997 
after giving effect to 
As at the Offering and 
Authorized October 9, 1997 the Asset Transfer 


(unaudited) 
Glass Uniiser. me. . oe eke 8. EO ae Unlimited $: Sao $353,312,500 
(37,500,000 Units) 


GEeeD Mnits tote OF bition sf llnw eoteifie ab bee 9 Unlimited Sings $336,353,500 
(35,700,000 Units) 


Credit Facility 


On or before closing of the offering, the General Partner intends to arrange a $50 million revolving credit 
facility with a Canadian chartered bank for use by the Partnership. The credit facility may be secured by a floating 
charge debenture granting security over all of the present and after acquired assets of the Partnership. It is 
anticipated that drawings may be made under the credit facility to fund fluctuations in working capital, for 
stabilizing distributions of Distributable Cash to Partners and to fund capital expenditures. Interest on borrowings 
under the credit facility will be at the prime rate of the bank. 


Borrowing Restrictions 


Under the Partnership Agreement, the Partnership’s aggregate principal amount of borrowings at any given 
time shall not exceed six times the Partnership’s aggregate Distributable Cash for the preceding fiscal year. In 
respect of borrowings made by the Partnership in 1997 and 1998, Distributable Cash for the preceding fiscal year 
will be the amount of forecast Distributable Cash disclosed in the Partnership’s Forecasted Statement of Income 
and Distributable Cash for the year ending December 31, 1998 contained herein. 


PIPELINE ASSETS DEVELOPMENT 


Operational Enhancements 


An “Operational Enhancement” is an improvement to any pipeline system forming part of the Partnership 
Assets (a “System”) that does not involve the construction of a pipeline Lateral (as herein defined), or an 
Extension (as herein defined) of a pipeline. Without limitation, an Operational Enhancement would involve 
improvements designed to (i) increase throughput capacity of the System by way of looping existing pipelines, 
constructing additional pumping facilities or both; (ii) segregate crude oil streams through the construction of, 
among other things, batch initiation facilities and additional pipelines; (iii) improve System integrity by means such 
as pigging and looping; and (iv) improve operational flexibility through the construction of additional storage tanks 
and injection valves. For these purposes: (i) “looping” is the construction of additional pipeline where each end of 
that additional pipeline connects to an existing System, the purpose of which is to increase the throughput capacity 
of the System; (ii) a “Lateral” is a new crude oil pipeline that gathers crude oil directly from local crude oil 
production sites and delivers it directly, or indirectly through existing gathering pipelines, to the System; and (iii) an 
“Extension” is a new crude oil mainline transmission pipeline that interconnects between Systems, connects to a 
facility other than a production site or provides for the infrastructure necessary to accommodate the introduction 


into the System of a new service or product other than crude oil. 


The General Partner is authorized under the Partnership Agreement to maintain, improve, expand, extend or 
change the Pipeline Assets, and is therefore able to implement, among other things, Operational Enhancements. In 
the event that the General Partner determines to proceed with an Operational Enhancement, the General Partner 
will determine the manner of financing the Operational Enhancement, which may include one or a combination of 
the following: (i) usage of cash of the Partnership that would otherwise become Distributable Cash; (ii) borrowing 
by the Partnership upon such terms as the General Partner may determine, and assets of the Partnership may be 


pledged to secure such borrowing; and (iii) the issuance of additional Units. 
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Laterals or Extensions 


If the General Partner wishes to cause the Partnership to construct a Lateral, it must make a proposal (a 
Proposal”) to the Board of Directors for construction of such Lateral. In order to make a Proposal, the General 
Partner will provide the Board of Directors with such information as may reasonably be required to enable the 
Proposal to be evaluated. In the event that the Board of Directors determines not to proceed with the Lateral 
contemplated by the Proposal, in the form proposed by the General Partner or with modifications as they may 
approve, neither the General Partner nor its affiliates may elect to proceed with such Lateral unless, at the time such 
Proposal is submitted to the Board of Directors for approval, a majority of the Board of Directors is comprised of 
Independent Directors. In the event that the General Partner or its affiliates decide to proceed with such Lateral, 
then the General Partner and/or its affiliate, as applicable, and the Partnership shall enter into agreements to 
provide for revenue and cost sharing, if applicable. 


In the case of an Extension, the General Partner and its affiliates will be entitled to construct, own and operate 
the Extension without making a Proposal to the Partnership. In the event that the General Partner or its affiliates 
decide to proceed with an Extension on that basis, then the General Partner and/or its affiliate, as applicable, and 
the Partnership will enter into agreements to provide for revenue and cost sharing, if applicable. 


CONFLICTS OF INTEREST AND FIDUCIARY RESPONSIBILITY 


Certain conflicts of interest could arise as a result of the relationships among Koch, the General Partner and the 
Partnership. The General Partner will make all decisions relating to the Partnership. The senior officers of the 
General Partner who make such decisions may also be officers of Koch. Neither the General Partner nor the 
Partnership currently has any employees, other than, in the case of the General Partner, certain senior officers who 
perform services for the General Partner on a part-time basis, and the General Partner will be dependent upon Koch 
for all management, operating and administrative services in respect of the Partnership’s business. In addition, Koch 
Industries indirectly owns all of the outstanding shares of the General Partner. The directors and officers of Koch 
have fiduciary duties to manage Koch, including its investments in its subsidiaries (including the General Partner), 
in a manner beneficial to Koch. In general, the General Partner has a fiduciary duty to manage the Partnership in a 
manner beneficial to the Unitholders. However, the Partnership Agreement contains provisions that allow the 
General Partner to take into account the interests of parties in addition to the Partnership in resolving conflicts of 
interest and provisions that may restrict the remedies available to Unitholders for actions taken that might otherwise 
constitute breaches of fiduciary duty. The duty of the directors and officers of the General Partner and Koch to those 
entities may therefore come into conflict with the duties of the General Partner to Unitholders. 


Potential conflicts of interest could arise in the situations described below, among others: 


(a) The amount of cash expenditures, borrowings and reserves of the Partnership in any quarter may affect 
the amount of Distributable Cash available for distribution to Unitholders in that quarter. Borrowings 
and issuances of additional Units may increase the amount of cash available for distribution. The 
Partnership Agreement provides that any borrowings by the Partnership shall not constitute a breach of 
any duty by the General Partner to the Partnership or the Unitholders, including borrowings that have 
the effect, directly or indirectly, of enabling the General Partner to receive incentive fees or increased 
incentive fees. 


(b) Under the terms of the Partnership Agreement, the General Partner will exercise its discretion in 
managing the business of the Partnership and, as a result, the General Partner is not restricted from 
paying Koch for any services rendered on terms fair and reasonable to the Partnership, provided that any 
fees paid to Koch for services rendered to the General Partner or the Partnership pursuant to the Support 
Agreement may not exceed Koch’s costs of providing such services. See “The Partnership Agreement — 
Compensation and Reimbursement of General Partner’. 


(c) The amount of Distributable Cash may be affected by various determinations made by the General 
Partner under the Partnership Agreement (including, for example, those relating to the timing of any 
capital transaction, the establishment and maintenance of reserves, the timing of expenditures, the 
incurrence of debt and other matters). 


(d) Neither the Partnership Agreement nor any of the other agreements, contracts and arrangements 
between the Partnership, on the one hand, and the General Partner or Koch, on the other hand, were or 
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will be, the result of arm’s length negotiations. As Koch is a customer of the Pipelines, these contracts 


as and will in the future include, agreements relating to the transportation of crude oil on the 
ipelines. 


(e) Counsel, accountants and others who will perform services for the Partnership in the future will be 
selected by the General Partner and may also perform services for the General Partner and Koch. The 
General Partner may retain separate counsel for the Partnership or the Unitholders after the completion 


of this offering, depending on the nature of a conflict which might arise in the future, but does not intend 
to do so in most cases. 


(f) Koch and the General Partner will be expressly permitted by the terms of the Partnership Agreement to 
engage in any business and activity, including in certain instances those in direct competition with the 
Partnership except as provided in the Non-Competition Agreement. 


(g) The Partnership will not have any employees and will rely solely on the General Partner. The General 
Partner, Koch and their affiliates will conduct business of their own in which the Partnership will have 
no economic interest. There will be competition between the Partnership, on the one hand, and Koch, on 
the other hand, for the time and effort of employees who will provide services to the Partnership. 
Officers of the General Partner will divide their time between the business of the Partnership and the 
business of Koch and will not be required to spend any specified percentage or amount of their time on 
the business of the Partnership. 


(h) Wherever possible, the General Partner intends to limit the liability under contractual arrangements of 
the Partnership to all or particular assets of the Partnership, with the other party thereto having no 
recourse against the General Partner or its assets other than its interest in the Partnership. In some 
circumstances, such action of the General Partner may result in the terms of the transaction being less 
favorable to the Partnership than would otherwise be the case. The Partnership Agreement provides that 
such action will not constitute a breach of the General Partner’s fiduciary obligations. 


(i) The General Partner generally must act as a fiduciary to the Partnership and the Unitholders and 
therefore must generally consider the best interests of the Partnership and not the General Partner’s 
interests when deciding whether to make capital or operating expenditures or take other steps with 
respect to the business of the Partnership. The Partnership Agreement, however, provides that it will not 
constitute a breach of the General Partner’s fiduciary duty if Partnership borrowings are effected that, 
directly or indirectly, enable the General Partner to receive incentive fees or increased incentive fees or if 
Koch takes advantage of any opportunity in preference to the Partnership, except as specifically limited 
by the restrictions described herein. 


(j) The Partnership may become a party to agreements to which the General Partner or Koch are also 
parties and which may provide certain benefits to the Partnership. However, these agreements will not 
grant to Unitholders, separate and apart from the Partnership, the right to enforce the obligations of the 
General Partner or Koch in favour of the Partnership. Therefore, the General Partner will be primarily 
responsible for enforcing such obligations, including obligations which it may owe to the Partnership. 


Restrictions on Activity of General Partner and its Affiliates 


The General Partner has agreed in the Non-Competition Agreement that so long as the General Partner is a 
subsidiary of Koch Industries, neither the General Partner nor its affiliates (including Koch) will engage in or 
acquire any business that is in direct material competition with the business of the Partnership (as defined in the 
Non-Competition Agreement). The scope of this competition restriction is limited to crude oil pipelines utilizing 
the same real property rights-of-way as are utilized by the Partnership in connection with the Pipeline Assets, and 
any additional assets acquired by the Partnership. This competition restriction does not apply where the use of the 
Partnership’s rights-of-way is of limited distance and is not significant to the operation or construction of the 
competing pipeline having regard to the overall length of the competing pipeline. This competition restriction is also 


subject to the following important exceptions: 


(a) Koch may acquire any competitive business as part of a larger acquisition provided that the majority of 
the value of the business or assets acquired, in Koch’s judgment, is not attributable to such competitive 


business. 
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(b) Koch may acquire any competitive business as part of a larger acquisition where the majority of the value 
of the business or assets acquired is attributable to the competitive business. In this situation, Koch may, 
but need not, offer the competitive business to the Partnership. If the competitive business is offered to 
the Partnership, then the Independent Directors must determine whether to approve the acquisition on 
behalf of the Partnership. If the Independent Directors make such determination, then the parties shall 
thereafter negotiate the terms of sale, including the purchase price. If the Independent Directors decline 
to approve the acquisition, then Koch may retain or dispose of the competitive business. If the 
competitive business is not offered to the Partnership, then Koch must dispose of the competitive 
business and such disposition must occur within a period of one year after its acquisition. 


(c) Koch may acquire or develop any competitive business if the same is first offered for acquisition to the 
Partnership and the Independent Directors decline to approve the making of such acquisition or 
development. 


Except as specified above, neither the General Partner nor Koch is restricted by the terms of the 
Non-Competition Agreement or the Partnership Agreement from engaging in any business which may be in 
competition with the Partnership. In addition, the Partnership Agreement provides that it will not constitute a 
breach of the General Partner’s fiduciary duty for the General Partner or Koch to take advantage of any opportunity 
in preference to the Partnership, except as specifically limited by the restrictions described above. The obligations of 
the General Partner in the Non-Competition Agreement cease to apply when the General Partner is no longer a 
subsidiary of Koch. 


The Non-Competition Agreement also requires that the General Partner make a proposal (a “Proposal’’) to 
the Independent Directors if the General Partner or its affiliates intend to develop, construct, acquire and/or operate 
a crude oil pipeline that gathers crude oil in competition with the Bow River Pipeline System directly from local 
production sites along the corridor from Hays to Hardisty within an area of approximately 9,432 square miles 
surrounding the Bow River main line between Hays and Hardisty, Alberta and including all principal laterals 
connecting to the Bow River main line. In the Proposal, the General Partner must provide certain information, 
including constructions particulars and estimated costs of construction. The General Partner or its affiliates may 
only construct the line if the Independent Directors determine that the Partnership should not do so. 


Fiduciary Responsibility of the General Partner 


The General Partner is generally accountable to the Partnership and to the Unitholders as a fiduciary. 
Consequently, the General Partner must exercise good faith and integrity in administering the assets and affairs of 
the Partnership. In contrast to the relatively well developed state of the law concerning fiduciary duties owed by the 
officers and directors to a corporation, the law concerning the duties owed by general partners to the other partners 
and to the partnership is relatively undeveloped. In order to induce the General Partner to manage the business of 
the Partnership, the Partnership Agreement contains various provisions that have the effect of restricting the 
fiduciary duties that might otherwise be owed by the General Partner and its agents or assigns to the Partnership and 
the Unitholders and waiving or consenting to conduct by the General Partner that might otherwise raise issues as to 
compliance with fiduciary duties. 


The Partnership Agreement provides that whenever a conflict of interest arises between the General Partner or 
its affiliates, on the one hand, and the Partnership or any Unitholders, on the other hand, the General Partner will, in 
resolving such conflict or determining such action, consider the relative interests of all parties involved in such 
conflict or affected by such action, any customary or accepted industry practices, if applicable, generally accepted 
accounting practices or principles and such additional factors as the General Partner determines to be relevant, 
reasonable or appropriate in the circumstances. The same considerations will apply whenever the Partnership 
Agreement requires the General Partner to act in a manner that is fair and reasonable to the Partnership or the 
Unitholders. Thus, unlike the strict duty of a trustee who must act solely in the best interests of its beneficiary, the 
Partnership Agreement permits the General Partner to consider the interests of all parties to a conflict of interest, 
including the interests of the General Partner and of Koch Industries as the indirect shareholder of the General 
Partner. The Partnership Agreement also provides that in certain circumstances the General Partner will act in its 
sole discretion, in good faith or pursuant to other appropriate standards. 


The Partnership Agreement also provides that any standard of care and duty imposed thereby or any applicable 
law, rule or regulation will be modified, waived or limited as required to permit the General Partner to act under the 
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Partnership Agreement or any other agreement contemplated therein and to make any decision pursuant to the 
authority prescribed in the Partnership Agreement so long as such action is reasonably believed by the General 
Partner to be in, or not opposed to, the best interests of the Partnership. Further, the Partnership Agreement 
provides that the General Partner will not be liable for monetary damages or otherwise to the Partnership, the 
Unitholders or assignees for errors of judgment or for any acts or omissions if the General Partner acted in good 
faith. The Partnership is required, under the terms of the Partnership Agreement, to indemnify the General Partner 
and its officers, directors, employees and agents against liabilities, costs and expenses, if the General Partner or such 
persons acted in good faith and in a manner they reasonably believed to be in, or not opposed to, the best interests of 
the Partnership and, with respect to any criminal proceeding, had no reasonable cause to believe their conduct was 
unlawful. This indemnification provision could include indemnification of the General Partner for its negligent acts. 
See “The Partnership Agreement — Indemnification”. 


The fiduciary obligations of general partners is a developing area of the law. The General Partner has not 
obtained an opinion of counsel covering the restrictions set forth in the Partnership Agreement which purport to 
waive or restrict fiduciary duties of the General Partner. Unitholders should consult their own legal counsel 
concerning the fiduciary responsibilities of the General Partner and the remedies available to a holder of Class A 
Units. 


USE OF PROCEEDS 


The net proceeds to the Partnership from the initial instalments on the Class A Units are estimated to be 
approximately $203.3 million, after deducting the fees payable to the Underwriters and the expenses of issue 
estimated to be approximately $21.7 million due on closing. The net proceeds will be used by the Partnership to pay 
part of the cash portion of the purchase price of the Pipeline Assets pursuant to the Asset Purchase Agreement, 
being approximately $203.3 million. The net proceeds of $150.0 million from the final instalments on the Class A 
Units will be paid by the Partnership to the General Partner in satisfaction of the deferred portion of the purchase 
price for the Pipeline Assets. The remainder of the transfer price for the Pipeline Assets will be satisfied by the 
Partnership by the issue of 35,700,000 Class B Units to the General Partner. See “The Partnership — Acquisition of 
the Pipeline Assets”. 


DETAILS OF THE OFFERING 


The offering consists of 37,500,000 Class A Units at a price of $10.00 per Class A Unit which are being sold on 
an instalment basis. Prior to receipt by the Custodian (as defined below) of the final instalments, beneficial 
ownership of the Class A Units will be represented by Instalment Receipts and the Class A Units will be pledged by 
the Underwriters to the Partnership pursuant to the terms of the Instalment Receipt Agreement (described below). 
Upon due payment of the final instalments pursuant to the Instalment Receipt Agreement, registered holders of 
Instalment Receipts will become registered holders of the Class A Units. . 


Instalment Receipts 


The following is a summary of the material attributes and characteristics of the Instalment Receipts and the 
rights and obligations of registered holders thereof. The Instalment Receipts will be created and issued, and the 
Class A Units pledged to the Partnership will be held by the Security Agent, pursuant to the instalment receipt and 
pledge agreement (the “Instalment Receipt Agreement”) to be dated as of the date of closing of this offering 
among the Partnership, the Underwriters, The Trust Company of Bank of Montreal (the “Custodian”’) and another 
party (the “Security Agent”) which will hold the Class A Units pledged to the Partnership. This summary does not 
purport to be a complete summary of, and reference is made to, the Instalment Receipt Agreement. For the 
purposes of this description of the material attributes and characteristics of the Instalment Receipts, a “holder” 
means a person who is shown on the register of holders of Instalment Receipts maintained under the Instalment 
Receipt Agreement. Copies of the Instalment Receipt Agreement will be available for inspection (in draft form 
prior to closing) at the principal stock and bond transfer offices of the Custodian in Calgary and Toronto. 


The initial instalment of $6.00 per Class A Unit is payable on the closing of this offering which is expected to 
occur on or about November 27, 1997 (but not later than December 31, 1997) and the final instalment of $4.00 per 
Class A Unit is payable on or before November 27, 1998 (the “Final Instalment Date”). The final instalment 
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payment must be received by the Custodian no later than 5:00 p.m. (local time) on the Final Instalment Date. The 
Instalment Receipt certificates will be available for delivery at closing. 


Holders of Instalment Receipts will be bound by the terms of the Instalment Receipt Agreement. The 
Instalment Receipt Agreement will provide that legal title to the Class A Units offered hereby will be held by the 
Security Agent following payment of the initial instalments pursuant to the Underwriting Agreement (described 
under “Plan of Distribution”) and until the final instalments have been fully paid to the Custodian on or before the 
Final Instalment Date. The Class A Units offered hereby will be pledged to the Partnership by the Underwriters at 
closing and will be held in the possession of the Security Agent subject to the terms of the Instalment Receipt 
Agreement. By acquiring and holding an Instalment Receipt, the holder thereof acknowledges that the Class A 
Units represented thereby will be held as continuing security for the obligations of such holder to pay the unpaid 
final instalment and other amounts payable under the Instalment Receipt Agreement and that the pledge will 
remain in effect and be binding and effective notwithstanding any transfer of or other dealings with the Instalment 
Receipt and the rights evidenced or arising thereby. The Partnership will secure its obligation to pay the deferred 
portion of the purchase price for the Pipeline Assets by an assignment to the General Partner of its entitlement to 
the final instalments under the Instalment Receipts and its rights and entitlements under the pledge of the Class A 
Units to the Partnership. 


Following payment of the initial instalment, beneficial ownership of the Class A Units will be represented by 
Instalment Receipts. The Instalment Receipt certificates will be available for delivery at closing. 


An Instalment Receipt will, among other things, evidence that the initial instalment has been paid in respect of 
the number of Class A Units specified therein and the right of the holder thereof, subject to compliance with the 
provisions of the Instalment Receipt Agreement, to become the registered holder of such Class A Units upon 
payment in full of the final instalment with respect to such Class A Units. 


By becoming a holder of an Instalment Receipt, a person will be deemed: (a) to have assumed the obligation to 
pay the final instalment and to thereupon become entitled to receive a certificate representing the Class A Units 
represented by such Instalment Receipt; and (b) to beneficially own the Class A Units represented by the 
Instalment Receipt, subject to the pledge of such Class A Units to the Partnership which secures such obligation. 


The Instalment Receipt Agreement will require the Custodian to mail to the holders of Instalment Receipts, as 
determined on a date being not more than 14 days before the date of mailing, a notice of the Final Instalment Date 
and the amount of the final instalment not less than 30 days prior to the Final Instalment Date. Payment of the final 
instalment is required when due whether or not a holder of Instalment Receipts receives a notice of the Final 
Instalment Date from the Custodian. Subject to compliance with the provisions of the Instalment Receipt 
Agreement, as soon as practicable after timely payment of the final instalment and presentation and surrender of the 
relevant Instalment Receipt certificate, the Class A Units represented thereby will be registered in the name of the 
holder of the Instalment Receipt without additional charge. 


A holder of an Instalment Receipt will be entitled to make payment, in accordance with the provisions of the 
Instalment Receipt Agreement, of the final instalment at any time prior to the Final Instalment Date and thereby 
become the registered holder of such Class A Units. 


Rights and Privileges 


Under the Instalment Receipt Agreement, holders of Instalment Receipts will have the same rights and 
privileges, and will be subject to the same limitations, as registered holders of Class A Units, except for certain 
rights and privileges, described below, which are limited under the Instalment Receipt Agreement in order to 
protect the value of the collateral secured by the pledge to the Partnership of the Class A Units represented by the 
Instalment Receipts or except where the exercise of such rights and privileges would not be practicable. In 
particular, a holder of Instalment Receipts will be entitled under arrangements through the Custodian, in the 
manner set forth in the Instalment Receipt Agreement, unless the holder has defaulted on its obligations 
thereunder, to participate fully in all distributions in respect of the Class A Units represented by such Instalment 
Receipts, to exercise the votes attached to the Class A Units represented by such Instalment Receipts, and to 
receive periodic reports and other materials in like manner as if it were the registered holder of the Class A Units. 


In particular, the Instalment Receipt Agreement will provide that distributions on Class A Units which are 
declared to be payable in cash (other than Excess Distributions, as defined below) to Unitholders of record on or 
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before November 27, 1998 will be remitted, net of any applicable withholding taxes, to persons who, on the 
applicable distribution record date in respect of such Class A Units, are holders of the Instalment Receipts 
representing such Class A Units. “Excess Distributions” means the amount, if any, by which, in the 12 month 


period ending November 27, 1998, the aggregate of all cash distributions paid in respect of the Class A Units 
exceeds $1.50 per Unit. 


The Instalment Receipt Agreement will also provide that issues or distributions of Rights (as defined below) to 
all or substantially all of the holders of Class A Units to acquire further Class A Units will be remitted to persons 
who, on the applicable distribution record date in respect of such rights, are holders of the Instalment Receipts 
representing such Class A Units. “Rights” means options, rights and warrants exercisable for a period not exceeding 
45 days at an exercise price of not less than 90% of the Market Value of the Class A Units. “Market Value” means 
the weighted average trading price of the Class A Units on The Toronto Stock Exchange for the 20 trading days 
ending on the record date for the distribution of the rights. Distributions in respect of Class A Units paid in 
additional Class A Units will be registered in the name of the Security Agent and will be held by the Security Agent 
as security for the performance of the obligations of the holders of Instalment Receipts to pay the final instalment, 
and upon payment of the final instalments shall be distributed to the holders according to their entitlement. The 
Partnership will covenant in the Instalment Receipt Agreement that until November 27, 1998, the Partnership will 
not: 


(a) distribute Excess Distributions; 


(b) issue or distribute to all, or substantially all, of the holders of Class A Units, any: (i) securities; 
(ii) options, rights or warrants to purchase any securities; (iii) securities convertible into or exchangeable 
for securities, property or other assets; (iv) evidence of indebtedness; or (v) any property or assets (other 
than cash distributions and distributions of additional Class A Units), whether of the Partnership or of 
any other person; or 


(c) subdivide, consolidate, reclassify or make any other change in the Class A Units or effect any 
reorganization, arrangement, merger, transfer or sale of all, or substantially all, of its assets, or any other 
similar transaction affecting the Partnership or its Class A Units. 


Transfer of Instalment Receipts 


Transfers of Instalment Receipts will be registrable at the principal offices of the Custodian in Calgary and 
Toronto. Upon registration of the transfer of an Instalment Receipt, the transferee will acquire the transferor’s 
rights, subject to the pledge in favour of the Partnership, and become subject to the obligations of a holder of 
Instalment Receipts under the Instalment Receipt Agreement, including the assumption by the transferee of the 
obligation to pay the final instalment. The person requesting registration of the transfer of an Instalment Receipt is 
deemed to warrant such person’s authority to do so as or on behalf of the transferee. Upon registration of such 
transfer, the transferor will cease to have any further rights or obligations thereunder (other than certain obligations 
specified in the Instalment Receipt Agreement). No transfer of an Instalment Receipt tendered for registration after 
the Final Instalment Date will be accepted for registration (subject to certain exceptions applicable to 
intermediaries holding Instalment Receipts on behalf of non-registered holders). 


Liability of Instalment Receipt Holders 


Pursuant to the Instalment Receipt Agreement, the Underwriters will pledge the Class A Units purchased on 
an instalment basis to secure payment of the final instalment. If payment of the final instalment is not duly received 
by the Custodian from a holder of Instalment Receipts when due, the Instalment Receipt Agreement will provide 
that (except as set out below) any Class A Units (and any securities or property substituted therefor or in addition 
thereto) then remaining pledged under the Instalment Receipt Agreement in respect of such Instalment Receipts, 
may, at the option of the Partnership, or any assignee thereof, subject to complying with applicable law, be acquired 
by the Partnership in full satisfaction of the obligations of such holder of Instalment Receipts secured thereby. The 
Instalment Receipt Agreement will further provide that the Partnership may direct the Custodian to sell the Class A 
Units (and any securities or property substituted therefor or in addition thereto) in respect of which payment of the 
final instalment was not duly received, in accordance with the requirements of applicable law and the Instalment 
Receipt Agreement, and remit to the holder of the Instalment Receipt the holder’s pro rata Portion of the proceeds 
of such sale after deducting therefrom the amount of the unpaid final instalment together with the holder’s pro rata 
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portion of the costs of such sale, which costs shall in any event not exceed $1.00 per Unit. Notwithstanding the 
foregoing, in the event that payment of the final instalment in respect of an aggregate of less than 5% of the Class A 
Units represented by Instalment Receipts has not been duly received by the Custodian when due, the Custodian 
must sell the Class A Units (and any securities or property substituted therefor or in addition thereto) in respect of 
which payment of the final instalment was not duly received and apply the proceeds of such sale in the manner 
described above. The Instalment Receipt Agreement will provide that unless the Partnership, or any assignee 
thereof, shall have acquired the Class A Units (and any securities or property substituted therefor or in addition 
thereto) in full satisfaction of the obligations of a holder of Instalment Receipts, the foregoing shall not limit any 
other remedies available to the Partnership, or any assignee thereof, against such holder in the event the proceeds 
of such sale are insufficient to cover the amount of the final instalment and the costs of sale (such costs of sale not 
to exceed $1.00 per Unit) and accordingly, such holder shall in such circumstances remain liable to the 
Partnership or any assignee thereof, for any such deficiency. 


General Information Regarding the Instalment Receipts 


The Custodian may require holders of Instalment Receipts from time to time to furnish such information and 
documents as may be necessary or appropriate to comply with any fiscal or other laws or regulations, relating to the 
Class A Units or to the rights and obligations represented by Instalment Receipts. The Custodian and the Security 
Agent shall not be responsible for any taxes, duties, governmental charges or expenses which are or may become 
payable in respect of the Class A Units or Instalment Receipts. In this regard, the Custodian and the Security Agent 
shall be entitled to deduct or withhold from any payment or other distribution required or contemplated by the 
Instalment Receipt Agreement such money or property, or to require holders of Instalment Receipts to make any 
required payments, and to withhold delivery of certificates representing the Class A Units from defaulting holders 
until satisfactory provision for payment is made, in respect of any taxes, duties or other governmental charges or 
expenses required by applicable law to be withheld or paid. 


The Partnership will be liable for charges and expenses of the Custodian and the Security Agent except for any 
taxes, duties and other governmental charges which may be payable by holders of Instalment Receipts as described 
above. 


Apart from changes which do not materially prejudice the holders of Instalment Receipts as a group (which 
may be made without the consent of such holders), the Instalment Receipt Agreement may not be amended 
without the affirmative vote of the holders entitled to not less than 6674% of the Class A Units represented by 
Instalment Receipts which are represented and voted at a meeting duly called for the purpose. The procedure for 
such meetings will be substantially similar to that governing meetings of the holders of the Class A Units. 


CANADIAN FEDERAL INCOME TAX CONSIDERATIONS 


In the opinion of Burnet, Duckworth & Palmer, counsel for the Partnership, and Milner Fenerty, counsel for 
the Underwriters, the following summary describes the principal Canadian federal income tax considerations 
pursuant to the Tax Act generally applicable to a Limited Partner who acquires Class A Units evidenced by 
Instalment Receipts pursuant to this offering and who for purposes of the Tax Act, is resident in Canada, holds the 
Class A Units as capital property and deals at arm’s length with Koch and the Underwriters. Generally, the Class A 
Units will be considered to be capital property to a Limited Partner provided the Limited Partner does not hold the 
Class A Units in the course of carrying on a business and has not acquired the Class A Units in one or more 
transactions considered to be an adventure in the nature of trade. This summary assumes that Class A Units are not 
a “tax shelter’, that no Limited Partner will itself constitute a “tax shelter” and is not applicable to a Limited 
Partner that is a “specified financial institution” as defined in the Tax Act, and any such Limited Partner should 
obtain independent advice with respect to an investment in the Class A Units. 


This summary is based upon the provisions of the Tax Act in force as of the date hereof, all specific proposals to 
amend the Tax Act that have been publicly announced prior to the date hereof (the “Proposed Amendments”) and 


counsel’s understanding of the current published administrative and assessing policies of Revenue Canada, Customs, 
Excise and Taxation. 


This summary is not exhaustive of all possible Canadian federal income tax considerations, and, except for the 
Proposed Amendments, does not take into account or anticipate any changes in law, whether by way of legislative, 
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governmental or judicial action, nor does it take into account provincial, territorial or foreign tax considerations, 
which might differ significantly from those discussed herein. 


This summary is of a general nature only and is not intended to be legal or tax advice to any particular 


Unitholder. Consequently, prospective Unitholders should consult their own tax advisors with respect to their 
particular circumstances. 


Taxation of Limited Partners 
Computation of Income or Loss 


The Partnership is not itself liable for income tax, however, the income or loss of the Partnership is computed 


for each of its fiscal periods as if it were a separate person resident in Canada. The Partnership’s fiscal year end is 
December 31. 


In computing its net income or loss for tax purposes, the Partnership will be entitled to deduct its expenses in 
the year in which they were incurred provided such expenses are reasonable and are permitted by applicable tax 
laws. In addition, the Partnership will be entitled to deduct certain capital costs including a carryover capital cost 
allowance in respect of the Pipeline Assets acquired and the portion of the offering expenses incurred by the 
Partnership. Generally speaking, capital cost allowance is a prescribed percentage of the undepreciated capital cost 
(“UCC”) of the class to which the asset belongs, and is generally computed annually on a declining balance basis. 
For the purpose of computing its UCC, the cost to the Partnership of the Pipeline Assets will exclude the portion of 
the purchase price paid in Class B Units. For offering expenses, 20% of the total offering expenses which were not 
otherwise deductible in a preceding year are deductible by the Partnership in proportion to the number of days in the 
Partnership’s taxation year. To the extent the Partnership disposes of any portion of its Pipeline Assets, the 
Partnership’s proceeds, up to original cost, will be deducted from the UCC of the particular class. Any negative 
balance in the Partnership’s UCC at the end of a fiscal period will be included in income. Any proceeds received in 
excess of cost will generally be included in income as a capital gain, three quarters of which is taxable. 


Each Limited Partner will be required to include or will be entitled to deduct, in computing income, a pro rata 
share of the income or loss (including the taxable portion of any capital gains) for tax purposes of the Partnership 
allocated to the Limited Partner pursuant to the Partnership Agreement for the fiscal period of the Partnership 
ending in such Limited Partner’s taxation year, subject to the application of the “at-risk” rules referred to below, 
whether or not a distribution is made in cash to such Limited Partner by the Partnership. 


The General Partner, as the holder of Class B Units, will be treated in the same manner as Limited Partners 
with respect to the allocation of income or loss for tax purposes of the Partnership with such income or loss being 
allocated to each Partner (including the General Partner) based on the proportion of cash distributions for that year 
received by the Partner. 


The allocation to the Limited Partner will be based upon the pro rata share of the income or loss for tax 
purposes of the Partnership for a given fiscal year. A person who is a Limited Partner for only a portion of a 
Partnership fiscal year will receive a corresponding share of Partnership income or loss for that year, based upon the 
proportion of cash distributions for that year received by such Limited Partner. 


The amount of income allocated to a Limited Partner may exceed or be less than the amount of cash 
distributed to such Limited Partner. 

Income or loss of the Partnership from a particular source and a particular place will be considered to be 
income of a Limited Partner from the same source and place to the extent of the Limited Partner’s share thereof. As 
a consequence, a Limited Partner will become liable for income tax in all provinces in which the Partnership has a 
permanent establishment. It should be noted that, the income for tax purposes allocated to a Limited Partner is not 
considered “earned income” for purposes of calculating the amount a Limited Partner may contribute to a 
registered retirement savings plan. A Limited Partners share of Partnership capital gains will retain their character 
as capital gains. 

Should the Partnership realize a loss each Limited Partner who held this Partnership Interest on December 31 
will be entitled to deduct in the computation of income for tax purposes the Limited Partner’s pro rata share of the 
Partnership’s loss for tax purposes of the Partnership for its fiscal year to the extent that the Limited Partner’s 
investment is “at risk” within the meaning of the Tax Act. In general, the amount “at risk” for an investor in a 
limited partnership for any taxation year is the adjusted cost base of the investor’s partnership interest at the end of 
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the year, plus any undistributed income allocated to the investor for the year, less any amount owing by the investor 
(or a person with whom the investor does not deal at arm’s length) to the Partnership (or a person with whom it 
does not deal at arm’s length) and less the amount of any guarantee or indemnity provided to an investor against the 
loss of the investor’s investment. 


Where a Limited Partner acquires Class A Units from a person (the “transferor’”) other than the Partnership, 
the cost to the Limited Partner for purposes of determining the Limited Partner’s “at-risk” amount under the Tax 
Act is the lesser of the Limited Partner’s cost of the Class A Units and the transferor’s adjusted cost base of the 
Class A Units immediately before that time. Where the adjusted cost base of the transferor cannot be determined, 
the initial “at-risk” amount of the Limited Partner will generally be nil. 


Subject to the “at-risk” rules discussed above, a Limited Partner’s pro rata share of any losses of the 
Partnership for any fiscal year may be applied against income from any other source to reduce such of the income 
for that year and, to the extent it exceeds other income for that year, carried back three years and forward seven 
years against taxable income of such other years. 


A Limited Partner’s share of any losses of the Partnership denied as a consequence of the application of the 
“at-risk” rules is considered to be a “limited partnership loss” in respect of the Partnership for the year. Such 
limited partnership loss may be deducted by the Limited Partner in any subsequent year against any income for that 
year to the extent that, at the end of the last fiscal year of the Partnership ending in that year, the Limited Partner’s 
“at-risk” amount in respect of the Partnership exceeds the Limited Partner’s share of any loss of the Partnership 
from a business or property for that fiscal year. 


Disposition of Class A Units 


The disposition by a Limited Partner of a Class A Unit will result in the realization of a capital gain (or capital 
loss) by such Unitholder. The amount of such capital gain (or capital loss) will generally be the amount, if any, by 
which the proceeds of disposition of such Unit (including any unpaid instalment), less costs of disposition, exceed 
(or are exceeded by) the adjusted cost base of such Class A Unit. 


In general, the adjusted cost base of a Limited Partner’s Class A Unit will be equal to the actual cost of the 
Class A Unit (including any unpaid instalment) plus the pro rata share of the income of the Partnership allocated to 
the Limited Partner for the fiscal years ending before the relevant time less the aggregate of the pro rata share of 
losses of the Partnership allocated to the Limited Partner (other than losses which cannot be deducted because they 
exceed the Limited Partner’s “at-risk” amount) for the fiscal years ending before the relevant time and the Limited 
Partner’s pro rata share of any distributions by the Partnership. Where a Limited Partner holds Class A Units that 
are capital property, the adjusted cost base of each Class A Unit will be the average of the aggregate cost base of all 
Class A Units held. 


Where a Limited Partner disposes of all of the Limited Partner’s Class A Units such person will no longer be a 
Limited Partner of the Partnership. 


A Limited Partner will realize a deemed capital gain if the adjusted cost base of the Limited Partner’s Class A 
Units is negative at the end of any fiscal period of the Partnership. If the adjusted cost base of a Limited Partner’s 
Class A Units becomes negative and a capital gain is realized, the adjusted cost base of the Limited Partner's 
Class A Units will be nil at the beginning of the next fiscal period of the Partnership. 


Three-quarters of a capital gain realized must be included in a taxpayer’s income as a taxable capital gain. 
Three-quarters of a capital loss will be deductible as an allowable capital loss against taxable capital gains realized in 
the year, in any of the three years preceding the year or any year following the year to the extent and under the 
circumstances described in the Tax Act. 


Failure to Make Second Instalment 


A failure on the part of a Limited Partner to make the final instalment will result in the disposition of the 
holders’ Class A Units, with consequences as generally described above. In addition, detailed provisions of the Tax 
Act governing acquisition of property as a consequence of the non-payment of debt, and the settlement of debt for 
less than it principal amount, may have application and Limited Partners are urged to consult their own tax advisors. 
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Dissolution of the Partnership 


On the dissolution of the Partnership, a Limited Partner will generally be considered to have disposed of the 
Limited Partner’s Class A Units for proceeds of disposition equal to the fair market value of the property received or 
receivable by the Limited Partner on such dissolution, and the Partnership will be deemed to have disposed of, and 
the Limited Partner will be deemed to have acquired, such property at its fair market value. 


Filing Requirements 


A member of the Partnership at any time in a fiscal period of the Partnership is required to make an 
information return in prescribed form containing specified information for that period, including the income or loss 
of the Partnership and the names and shares of such income or loss of all the Partners. The filing of an annual 
information return by the General Partner on behalf of the Limited Partners will satisfy this requirement and the 
General Partner has agreed to make such filings. The General Partner will also provide Limited Partners with 
information relevant to the allocation of the Partnership’s income earned in the provinces in which it has a 
permanent establishment. 


Eligibility for Investment 


On and after the listing of the Class A Units on a prescribed stock exchange, the Class A Units will be qualified 
investments under the Tax Act for trusts governed by registered retirement savings plans, registered retirement 
income funds or deferred profit sharing plans. However, Class A Units will constitute foreign property under the 
Tax Act for such plans. Any plan which holds more than the prescribed amount of foreign property will be subject 
to tax under Part XI of the Tax Act. 


PLAN OF DISTRIBUTION 


Pursuant to the Underwriting Agreement, the Partnership has agreed to issue and sell the Class A Units and 
RBC Dominion Securities Inc., as lead underwriter, ScotiaMcLeod Inc., Nesbitt Burns Inc., CIBC Wood Gundy 
Securities Inc., Midland Walwyn Capital Inc., Goldman Sachs Canada, Lévesque Beaubien Geoffrion Inc., 
TD Securities Inc., Gordon Capital Corporation and Newcrest Capital Inc. (collectively, the “Underwriters”, have 
severally agreed to purchase on November 27, 1997, or such other date as may be agreed but not later than 
December 31, 1997 (the “Closing Date”), subject to the terms and conditions stated therein, all of the Class A 
Units offered hereby at a price of $10.00 per Class A Unit for an aggregate purchase price of $375,000,000. The 
$10.00 per Unit is payable in instalments consisting of an initial instalment of $6.00 per Unit payable to the 
Partnership by the Underwriters against delivery of the Units and a final instalment of $4.00 per Unit payable on or 
before November 27, 1998 by the registered holders of the Instalment Receipts. The Units will be pledged to the 
Partnership by the Underwriters at closing and will be held in possession of the Security Agent subject to the terms 
of the Instalment Receipt Agreement. See “Details of the Offering”. In consideration for their services in 
connection with this offering, the Underwriters will be paid a fee of $0.525 per Class A Unit by the Partnership. The 
obligations of the Underwriters under the Underwriting Agreement are several and may be terminated in their 
discretion on the basis of their assessment of the state of the financial markets and may also be terminated upon the 
occurrence of certain stated events. The Underwriters are, however, severally obligated to take up and pay for all 
such Class A Units if any such Class A Units are purchased under the Underwriting Agreement. 


Prior to this offering, there was no market through which the Class A Units could be sold. Accordingly, the 
offering price for the Class A Units was determined by negotiation among the General Partner, Koch Industries and 


the Underwriters. 


Pursuant to policy statements of the Ontario Securities Commission and the Commission des valeurs 
mobiliéres du Québec, the Underwriters may not, throughout the period of distribution under this prospectus, bid 
for or purchase Class A Units. The foregoing restriction is subject to certain exceptions as long as the bid or 
purchase is not engaged in for the purpose of creating actual or apparent active trading in or raising the price of such 
securities. These exceptions include a bid or purchase permitted under the by-laws and rules of The Toronto Stock 
Exchange, the Montreal Exchange, The Alberta Stock Exchange and the Vancouver Stock Exchange relating to 
market stabilization and passive market making activities and a bid or purchase made for and on behalf of a 
customer where the order was not solicited during the period of distribution. In connection with this offering, and 
subject to the foregoing, the Underwriters may effect transactions which stabilize or maintain the market price of 
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the Class A Units at levels above those which might otherwise prevail in the open market. Such transactions, if 
commenced, may be discontinued at any time. 


The Underwriting Agreement provides that the Partnership may not, until 180 days after the closing of this 
offering, issue any Units or any securities exchangeable or convertible into Units, or announce an intention to do so 
without the prior written consent, not to be unreasonably withheld, of the Underwriters. In addition, the General 
Partner has agreed with the Underwriters that the General Partner and its affiliates will not, without the prior 
written consent, not to be unreasonably withheld, of the Underwriters or until 365 days after the closing of this 
offering, sell or otherwise transfer any Units or any securities exchangeable or convertible into Units, or announce an 
intention to do so. 


The Partnership, the General Partner and Koch Industries have agreed in the Underwriting Agreement to 
indemnify the Underwriters and their controlling persons, directors, officers and employees against certain liabilities. 


INDUSTRY REGULATION 


The Bow River, Koch Alberta and Koch Valley Pipeline Systems are wholly within the boundaries of the 
Province of Alberta and are subject to regulation by the Alberta Energy and Utilities Board (the “AEUB’’). The 
Mid-Saskatchewan Pipeline System is wholly within the boundaries of the Province of Saskatchewan and is subject 
to regulation under the Pipeline Act (Saskatchewan) and the Oil and Gas Conservation Act (Saskatchewan) and by 
the Saskatchewan Oil and Gas Conservation Board. None of the Pipelines are subject to regulation by the National 
Energy Board. 


Oil pipelines in Alberta may be subject to rate regulation by the AEUB under the Public Utilities Board Act 
(Alberta). See “Risk Factors — Regulatory Intervention”. In Saskatchewan, oil pipelines are not subject to any 
specific rate regulation legislation. 


No rate regulation orders have been made against any of the Pipelines. Tolls charged on these systems are set 
by negotiations between the parties. 


RISK FACTORS 


Before making an investment decision, prospective purchasers of the Class A Units should consider carefully 
the information herein and, in particular, the following risk factors. 


Fluctuating Distributions 


Distributions by the Partnership will fluctuate. Although the Partnership will distribute Distributable Cash, 
there can be no assurance regarding the amounts thereof. The actual amount thereof will depend upon numerous 
factors including operating cash flow, general and administrative costs, debt service costs, capital expenditures and 
cash reserves established by the General Partner. The General Partner has broad discretion in establishing, 
maintaining and decreasing cash reserves, and its decisions regarding reserves could have a significant impact on the 
amount of Distributable Cash. The amount of cash distributed may be less than or greater than the amount of 
income allocated to Limited Partners for tax purposes. 


Throughput Risks 
Demand Risks 


Over the long term, the business of the Partnership will depend, in part, on the level of demand for crude oil in 
the geographic areas in which deliveries are made by the Pipeline Assets and the ability and willingness of shippers 
having access or rights to utilize the Pipeline Assets to supply such demand. The Partnership cannot predict the 
impact of future economic conditions, fuel conservation measures, alternative fuel requirements, governmental 
regulation or technological advances in fuel economy and energy generation devices, all of which could reduce the 
demand for crude oil. 


Supply Risks 


Future throughput on the Pipelines and replacement of crude oil reserves in their service areas will be 
dependent upon the success of producers operating in those areas in exploiting their existing reserve bases and 
exploring for and developing additional reserves. Reserve bases necessary to maintain long term supply cannot be 
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assured and crude oil price declines, without compensating reductions in costs of production, may reduce or 
eliminate the profitability of production and the supply of crude oil for the Pipelines. Sustained low crude oil prices 
could lead to a decline in drilling activity and production levels or the shutting-in or abandonment of marginal wells. 
The Partnership will be dependent on continuing crude oil exploration and development activity and technological 
improvements leading to increased recovery rates in order to offset natural declines in crude oil production in the 


areas served by the Pipelines. Absent such developments, the volumes of crude oil transported through the Pipelines 
will decline over time as reserves are depleted. 


The majority of the toll revenue from the Pipeline Assets has been and will continue to be derived from 
contracts or arrangements of 30 days duration or less with producers in the geographic areas served by the Pipelines. 
In order to maintain or increase its volumes of crude oil transported, the Partnership must continually contract for 
new supplies of crude oil in amounts sufficient to offset volumes lost because of natural declines in crude oil 
production from depleting wells or volumes lost to competitors. There can be no assurance that such contracts will 
continue to be renewed or, if renewed, will be renewed upon favorable terms to the Partnership. The Partnership’s 
supply contracts are based on market-based toll structures negotiated from time to time with individual producers 
rather than the cost of service recovery-fixed rate of return structures applicable to some other pipelines. The 
Pipelines are and will continue to be subject to market competitive factors. 


Environmental Costs and Liabilities 


The operation of the Partnership will be subject to Canadian federal, Alberta and Saskatchewan laws and 
regulations relating to environmental protection and Canadian federal, Alberta and Saskatchewan provincial laws 
and regulations relating to operational safety. Pursuant to the Asset Purchase Agreement, the Partnership will 
assume all environmental obligations associated with environmental matters. Operation of the Pipeline Assets has 
spanned several decades. While the remediation of releases or contamination during such time period may have met 
then-current environmental standards, such remediation may not meet current or future environmental standards 
and historical contamination may exist for which the Partnership may be liable. See “Other Matters Relating to the 
Pipeline Assets — Pipeline Integrity and Environmental Matters.” Koch implemented an internal environmental 
review program in 1994. Sites have been ranked for detailed review under this program but have not yet been 
reviewed. Subsequent detailed site assessments may reveal deficiencies for which the Partnership may be liable. 


It is possible that other developments, such as increasingly strict environmental and safety laws, regulations and 
enforcement policies thereunder, and claims for damages to property or persons resulting from the Partnership’s 
operations, could result in substantial costs and liabilities to the Partnership. If the Partnership was not able to 
recover such resulting costs through insurance or increased tolls, distributions to Unitholders could be adversely 


affected. 


While the Partnership will maintain insurance in respect of damage caused by seepage or pollution in an 
amount it considers prudent and in accordance with industry standards, certain provisions of such insurance may 
limit the availability thereof in respect of certain occurrences unless they are discovered within fixed time periods, 
which typically range from 72 hours to seven days. If the Partnership is unaware of a problem or is unable to locate 
the problem within the relevant time period, insurance coverage may not be available. 


Competition 


The Pipelines are subject to competition for volumes transported from trucking or other pipelines near the areas 
serviced by the Pipelines. Competing pipelines could be constructed in areas served by the Pipelines. 


Regulatory Intervention 


Legislation in Alberta exists to ensure that shippers and producers have fair and reasonable opportunities to 
produce, transport, process and market their reserves. The AEUB may, on application, and following a hearing (and 
with the approval of the Lieutenant Governor in Council), declare the proprietor of a pipeline to be a common 
carrier of oil such that the proprietor must not discriminate among shippers and producers who seek access to the 
pipeline. Following the issuance of a common carrier declaration, a shipper or producer may apply to the AEUB for 
the setting of tolls if agreement on tolls cannot be reached with the pipeline proprietor. Transportation service on 
the Pipelines has been made available on an open access non-discriminatory basis. 


LE 


A shipper or producer may also apply to the AEUB for a review and setting of tolls, which must be just and 
reasonable. Applications to the AEUB for the setting of tolls could result in a toll reduction and decreased revenues 
to the Partnership. Although the tolls charged on the Bow River, Koch Alberta and Koch Valley Pipelines are a 
matter of contract, the AEUB has determined that the Public Utilities Board Act provides it with jurisdiction to 
override transportation contracts. 


Abandonment Costs 


The Partnership will be responsible for compliance with all laws and regulations regarding the abandonment of 
the Pipeline Assets at the end of their economic life which abandonment costs may be substantial. Abandonment 
costs will be a function of regulatory requirements at the time of abandonment, the condition of the pipeline and the 
pipelines’ location. Although it has been the General Partner’s experience that line removal has not been required as 
part of the abandonment process, there can be no assurance that removal will not be required in the future. The 
General Partner may, in the future, determine it prudent to establish and fund one or more reclamation trusts to 
address anticipated abandonment costs. Such reserves would decrease Distributable Cash. See “Other Matters 
Relating to the Pipeline Assets — Costs of Abandonment”. 


Operational Factors 


The Partnership’s operations will be subject to the customary hazards of the crude oil transportation business, 
The Partnership’s operations could be interrupted by failures of pipeline, pumps and equipment or natural disasters 
or other events beyond the General Partner’s control. A casualty occurrence might result in the loss of equipment or 
life, as well as injury and property damage. The Partnership will carry insurance with respect to some, but not all, 
casualty occurrences and disruptions, which coverage may not be sufficient to compensate for all casualty 
occurrences. 


The Pipelines are connected to various third party trunkline systems such as the IPL, Express and 
Trans Mountain Pipelines. Operational disruptions or apportionment on those third party systems may prevent the 
full utilization of the Pipeline Assets. 


The General Partner intends to continue a “smart pigging” inspection and repair program commenced in 1996 
which is designed to detect anomalies in line pipe. Koch has agreed to assume the costs associated with the 
remainder of the program to a maximum of $10.0 million. The Partnership will be responsible for any costs in excess 
of this amount. There can be no assurance that the remaining costs associated with the program will not exceed 
$10.0 million. 


Multi-Jurisdictional Regulation 


The Pipeline Assets are subject to intra-provincial and multi-jurisdictional regulation, including regulation by 
the Alberta Energy and Utilities Board in Alberta, and Saskatchewan Oil and Gas Conservation Board in 
Saskatchewan. As a result, the results of operations of the Partnership may be affected by changes directed by such 
regulatory authorities. See “Industry Regulation”. 


Nature of the Class A Units 


Securities such as limited partnership Class A Units are often associated with investments which provide for 
returns arising from the pass through of income tax deferrals associated with partnership activities and a distribution 
of Distributable Cash. The Partnership is expected to renounce only nominal tax deferrals. The Class A Units do not 
have a guaranteed rate of return and represent a fractional interest in the Partnership. 


Responsibility of General Partner 


The General Partner must exercise good faith and integrity in administering the assets and affairs of the 
Partnership. However, the Partnership Agreement contains various provisions that have the effect of restricting the 
fiduciary duties that might otherwise be owed by the General Partner to the Partnership and the Limited Partners, 
and waiving or consenting to conduct by the General Partner that might otherwise raise issues as to compliance with 
fiduciary duties. Unlike the strict duty of a trustee who must act solely in the best interests of his beneficiary, the 
Partnership Agreement permits the General Partner to consider the interests of all parties to a conflict of interest, 
including the interests of the General Partner and of Koch as the sole shareholder of the General Partner. The 
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Partnership Agreement also provides that in certain circumstances the General Partner will act in its sole discretion, 
in good faith or pursuant to some other specified standard. 


Asa result, prospective purchasers of Class A Units should carefully consider that the General Partner does not 
owe to the Unitholders the same duties as a trustee would owe to the beneficiaries of a trust. 


Conflicts of Interest 


Certain conflicts of interest could arise as a result of the General Partner’s relationship with Koch Industries 
and its affiliates, on the one hand, and the Partnership on the other. Such conflicts may include, among others, the 
following situations: (i) the General Partner’s determination of the amount and timing of any capital expenditures, 
borrowings and reserves; (ii) the issuance of additional Units; (iii) payments to Koch for any services rendered to or 
on behalf of the Partnership; (iv) agreements and transactions with Koch as producers and shippers utilizing the 
Pipelines; (v) the General Partner’s determination of which direct and indirect costs are reimbursable by the 
Partnership; (vi) the enforcement by the General Partner of obligations owed by the General Partner or its affiliates 
to the Partnership; and (vii) the decision to retain separate counsel, accountants or others to perform services for or 
on behalf of the Partnership. See “Conflicts of Interest and Fiduciary Responsibility”. 


Such conflicts of interest may also arise in the conduct of business by Koch, either currently or in the future, 
which may be in competition with the business conducted by the Partnership. Koch generally will not be restricted 
by the formation of the Partnership from pursuing their own business interests. Koch may in the future be in 
competition with the Partnership. 


Inherent Tax Liability 


The assets held by the Partnership will generally have a cost base for applicable income tax purposes that is 
significantly below the estimated fair market value of such assets at this time and may be anticipated to be 
significantly below the fair market value of such assets at the time of any disposition thereof in the future. As a 
result, any disposition in the future of such assets by the Partnership may, depending on the particular 
circumstances of the disposition and the particular circumstances of the Partnership at such time, result in the 
recapture of previously deducted capital cost allowance and the realization of capital gains by the Partnership which 
amounts would be allocated among the Partners for tax purposes. Income or loss for tax purposes, which includes 
recapture, is allocated to Partners based on the proportion of cash distributions received by the Partner in the fiscal 
year. See “Canadian Federal Income Tax Consequences — Taxation of Limited Partners — Computation of 
Income or Loss”. The Partnership’s cost for tax purposes of the Pipeline Assets will be approximately $353.3 million 
which represents approximately 51.2% of the fair market value of such assets. 


Absence of Prior Public Markets 


Prior to this offering, there has been no public market for the Class A Units. The initial public offering price 
and the number of Class A Units to be issued hereunder has been determined by negotiation among the General 
Partner, Koch Industries and the Underwriters. The price paid for the Class A Units may bear no relationship to the 
price at which the Class A Units will trade in the public market subsequent to this offering. 


One of the factors that may influence the market price of the Class A Units or the Instalment Receipts is the 
annual distributions on the Class A Units. Accordingly, an increase in market interest rates may lead purchasers of 
Trust Units or Instalment Receipts to demand a higher annual distribution which could adversely affect the market 
price of the Trust Units or the Instalment Receipts. In addition, the market price for the Class A Units or the 
Instalment Receipts may be affected by changes in general market conditions, fluctuations in the markets for equity 
securities, interest rates and numerous other factors beyond the control of the Partnership. 


Capital Resources 

Future expansions of the Pipeline Assets and other capital expenditures will be financed out of cash generated 
from operations, sales of additional Class A Units or borrowings. There can be no assurance that sufficient capital 
will be available on acceptable terms to the Partnership to fund expansion or other required capital expenditures. 


Leverage 
Borrowings made by the General Partner on behalf of the Partnership will introduce leverage into the 


Partnership’s business which will increase the level of financial risk in the operations of the Partnership and, to the 
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extent interest rates are not fixed, increases the sensitivity of distributions by the Partnership to interest rate 
variations. 


Anticipated Sales of Additional Units; Dilution 


The General Partner currently anticipates that the Partnership may issue additional Units in the future to 
finance certain of the Partnership’s capital expenditures, including acquisitions. The Partnership Agreement permits 
the Partnership to issue an unlimited number of additional Units without the approval of Unitholders. The 
Unitholders, other than the General Partner and its affiliates, will have no pre-emptive rights in connection with 
such additional issues. The General Partner has discretion in connection with the price and the terms of issue of 
additional Units. Any issuance of Units may have a dilutive effect on the purchasers of Units offered hereby. 


Reliance on General Partner and Association with Koch 


The Partnership will be dependent on the General Partner in respect of the administration and management of 
all matters relating to the management and operation of the Partnership and the Pipeline Assets. The General 
Partner currently has no employees other than certain senior officers who perform services for the General Partner 
on a part-time basis. Therefore, the General Partner will be dependent upon Koch for all management, operating 
and administrative services in respect of the Partnership business. 


Except in limited circumstances, the General Partner has agreed not to withdraw voluntarily as general partner 
of the Partnership until the fifth anniversary of the closing of the offering. However, there is no agreement to which 
the Partnership is a party that restricts the ability of Koch Industries to sell all or part of its ownership interest in the 
General Partner to a third party or parties. See “The Partnership Agreement — Withdrawal or Removal of General 
Partner”. 


Although the Partnership anticipates that it will benefit from growth opportunities, if any originated by the oil 
and gas producer services and exploration businesses of Koch Canada and other services to be provided by Koch, in 
the event that the General Partner is removed or withdraws as the general partner of the Partnership or otherwise 
ceases to be associated with Koch, the Partnership would lose the benefits of the services provided by Koch and the 
growth opportunities, if any, originated by Koch Canada. 


Limited Voting Rights, Management and Control; Difficulty in Removing General Partner 


Unitholders will generally not have voting rights in relation to matters involving the Partnership. The General 
Partner will manage and control the activities of the Partnership. Unitholders will have no right to elect the General 
Partner on an annual or other ongoing basis and, except in limited circumstances, the General Partner may not be 
removed by the Limited Partners. 


Limited Liability 
A Limited Partner may lose the protection of limited liability if it takes part in the control of the business of the 


Partnership or does not comply with legislation governing limited partnerships in force in provinces where the 
Class A Units are offered for sale or where the Partnership carries on business. 


Financial Forecast 
Actual results for the forecast period will vary from the forecast results and variations may be material. There is 


no representation by the General Partner that actual results achieved during the forecast period will be the same, in 
whole or in part, as those forecasted herein. 


General Partner Indemnity 


While the General Partner has agreed to indemnify the Limited Partners in circumstances described herein, 
the General Partner may not have sufficient assets to honour such indemnification. 
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ELIGIBILITY FOR INVESTMENT 


In the opinion of Burnet, Duckworth & Palmer, counsel for Koch and the Partnership, and Milner Fenerty, 
counsel for the Underwriters, subject to compliance with the prudent investment standards and general investment 
provisions and restrictions of the statutes referred to below (and, where applicable, the regulations thereunder) and, 
in certain cases, subject to the satisfaction of additional requirements relating to the investment or lending policies, 
procedures or goals and, in certain cases, the filing of such policies or goals, the Class A Units offered hereby will 
not, at the date of closing, be precluded as investments under the following statutes: 


Insurance Companies Act (Canada) Pension Benefits Act (Ontario) 

Trust and Loan Companies Act (Canada) an Act respecting trust companies and savings 
Pension Benefits Standards Act, 1985 (Canada) companies 

Financial Institutions Act (British Columbia) (Québec) (except trust companies with respect to 
Loan and Trust Corporations Act (Alberta) funds, other than deposits, which are administered 
Insurance Act (Alberta) for other persons) 

Employment Pension Plans Act (Alberta) Supplemental Pensions Plans Act (Québec) 

Alberta Heritage Savings Trust Fund Act (Alberta) an Act respecting insurance (Québec) (in respect of 
The Pension Benefits Act, 1992 (Saskatchewan) insurers other than guarantee fund corporations, 
The Insurance Act (Manitoba) mutual associations and professional corporations) 


Pension Benefits Act (New Brunswick) 


In addition, in the opinion of such counsel, on and after listing of the Class A Units on a prescribed stock 
exchange, the Class A Units offered hereby will be qualified investments under the Tax Act for trusts governed by 
registered retirement savings plans, registered retirement income funds or deferred profit sharing plans. However, 
Class A Units will constitute foreign property for such plans. See “Canadian Federal Income Tax Considerations”. 


MATERIAL CONTRACTS 


Except for contracts entered into in the ordinary course of business, the only material contracts which either of 
the General Partner or the Partnership have entered, or are entering into, are as follows: 


ie Asset Purchase Agreement; 
Partnership Agreement; 
Non-Competition Agreement, 


2 
3 
4. Support Agreement; 
5 Underwriting Agreement; and 
6 


Instalment Receipt Agreement. 


Copies of the foregoing documents may be inspected at the head office of the General Partner, 1400, 111 — 5th 
Avenue S.W., Calgary, Alberta, T2P 3Y6 and at the offices of Fogler, Rubinoff, Barristers & Solicitors, 4400 Royal 
Trust Tower, Toronto Dominion Centre, Toronto, Ontario, M5K 1G8, during normal business hours at any time 
during the period of distribution to the public of the Class A Units offered hereby and for a period of 30 days 
thereafter and at the offices of the Alberta Securities Commission during normal business hours at any time. 


LEGAL MATTERS 
Certain legal matters pertaining to the offering of the Class A Units hereunder will be passed upon for Koch 
Industries and the Partnership by Burnet, Duckworth & Palmer, and on behalf of the Underwriters by Milner 
Fenerty. 


There are no legal proceedings involving the General Partner or the Partnership at this time. Further, there are 
no material legal proceedings involving the Pipeline Assets. 
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INTEREST OF MANAGEMENT AND OTHERS IN MATERIAL TRANSACTIONS 


Koch has or will have certain arrangements with the Partnership. The General Partner will transfer the Pipeline 
Assets to the Partnership pursuant to the Asset Purchase Agreement. The General Partner, an affiliate of Koch 
Industries, will manage the Partnership and will be entitled to certain management, incentive and transaction fees 
from the Partnership as described herein. The General Partner will enter into the Non-Competition Agreement with 
the Partnership on closing, whereby the General Partner will agree to certain restrictions on the ability of the 
General Partner and its affiliates to compete with the Partnership. Finally, the General Partner will, after closing of 
this offering, hold Class B Units of the Partnership and will be entitled to distributions ‘of cash therefrom. 


AUDITORS, REGISTRARS AND TRANSFER AGENTS 
The auditors of the Partnership are Ernst & Young, 1300, 707 — 7th Avenue S.W., Calgary, Alberta, T2P 3H6. 


The registrar and transfer agent for the Class A Units is The Trust Company of Bank of Montreal at its 
principal stock and bond transfer offices located in Calgary and Toronto. 


PURCHASERS’ STATUTORY RIGHTS 


Securities legislation in certain of the provinces provides purchasers with the right to withdraw from an 
agreement to purchase securities within two business days after receipt or deemed receipt of a prospectus and any 
amendment. In several of the provinces, securities legislation further provides a purchaser with remedies for 
rescission or, in some provinces, damages where the prospectus and any amendment contains a misrepresentation or 
is not delivered to the purchaser provided that such remedies for rescission or damages are exercised by the 
purchaser within the time limit prescribed by the securities legislation of his or her province. The purchaser should 
refer to any applicable provisions of the securities legislation of his or her province for the particulars of these rights 
or consult with a legal advisor. 
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AUDITORS’ REPORT 


To the Board of Directors of Koch Pipelines Canada Ltd., 
as general partner of Koch Pipelines Canada, L.P. 


We have audited the balance sheet of Koch Pipelines Canada, L.P. (the “Partnership’’) as at October 9, 1997. 
This balance sheet is the responsibility of the management of Koch Pipelines Canada Ltd., as general partner of 
Koch Pipelines Canada, L.P. Our responsibility is to express an opinion on this financial statement based on our 
audit. 


We conducted our audit in accordance with generally accepted auditing standards. Those standards require that 
we plan and perform an audit to obtain reasonable assurance whether the financial statement is free of material 
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the 
financial statement. An audit also includes assessing the accounting principles used and significant estimates made 
by management, as well as evaluating the overall financial statement presentation. 


In our opinion, this balance sheet presents fairly, in all material respects, the financial position of the 
Partnership as at October 9, 1997 in accordance with generally accepted accounting principles. 


Calgary, Canada (Signed) ERNsT & YOUNG 
November 18, 1997 Chartered Accountants 
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KOCH PIPELINES CANADA, L.P. 


BALANCE SHEET 
As at October 9, 1997 


1997 

BRAN eit al icine eo ln as Te cca ee geste he Unb eae eel ole le ee Se $ 10 
Partner’s equity: 

Limited, Partner’s Capital account — 1 Class A Unit .....e1c.0cesssss<+1.+ ¥en $ 10 


See accompanying notes 


On behalf of Koch Pipelines Canada Ltd., 
as General Partner of Koch Pipelines Canada, L.P.: 


(Signed) DAviD W. FESYK (Signed) STEPHEN K. KROMER 
Director Director 


1. BASIS OF PRESENTATION AND BUSINESS OF THE PARTNERSHIP 


Koch Pipelines Canada, L.P. (the “Parinership’”’) is a limited partnership created on October 9, 1997 under the laws of Alberta pursuant to 
the terms of a partnership agreement between Koch Pipelines Canada Ltd. (the “General Partner’’), as general partner, and 687371 Alberta 
Ltd., as a limited partner. The General Partner is indirectly wholly-owned by Koch Industries, Inc. (“Koch Industries”). An unlimited 
number of partnership units have been authorized for issuance by the Partnership. 


On creation of the Partnership, 687371 Alberta Ltd. contributed $10 to the Partnership’s capital account in consideration of the issue of one 
Class A Partnership unit. The Partnership had no operations prior to October 9, 1997. 


The Partnership will be owned by the public and the General Partner. The Partnership was created for the purpose of acquiring and 
operating certain pipeline interests owned by certain direct and indirect subsidiaries of Koch Industries. The Partnership’s business is 
restricted to activities which are directly or indirectly related to the transportation, storage, marketing and processing of hydrocarbons and 
holding investments in other entities which are engaged primarily in these activities. 


Being a limited partnership, the Partnership will be dependent on the General Partner in respect of the administration and management of 
all matters relating to the operation of the Partnership and the Pipeline Assets. The terms of the management services to be provided by the 
General Partner to the Partnership and the General Partner’s duties and obligations are more fully set forth in the Partnership Agreement 
and the Support Agreement described elsewhere in this Prospectus. 
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COMPILATION REPORT 


To the Board of Directors of Koch Pipelines Canada Ltd., 
as general partner of Koch Pipelines Canada, L.P. 


We have reviewed, as to compilation only, the accompanying pro forma combined balance sheet of Koch 
Pipelines Canada, L.P. as at December 31, 1996 which has been prepared for inclusion in this prospectus relating to 
the distribution of Class A limited partnership units of Koch Pipelines Canada, L.P. In our opinion, the pro forma 
combined balance sheet has been properly compiled to give effect to the proposed transactions and assumptions 
described in the notes thereto. 


Calgary, Canada (Signed) ERNST & YOUNG 
November 18, 1997 Chartered Accountants 
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KOCH PIPELINES CANADA, L.P. 


PRO FORMA COMBINED BALANCE SHEET 


As at December 31, 1996 
Unaudited — See Compilation Report 


Partnership Pro forma Partnership 
Historical Adjustments Pro Forma 
October 9, 1997 December 31, 1996 
(thousands of dollars) 
(note 2) 
ASSETS 
Current 
aAslipaees OF We ee ae AS a eine Bley 1 1 2 
PRCEOISMES TECCIVADIC heey eee oh PUCK) ie IO. soa) — 12,032 12,032 
IETEPAICECKDEUGES IL. Ueter: Gales Sts « wucthan » SRN Le Ree —— 10,167 10,167 
MIS LSNMENITCeCID(S GUC. sshd: ih, th, Lit. COE hg S¥- 150,000 150,000 
l 172,200 172,201 
Sapiraitasseis ye Bye ied we sleteles. ch, oath Vaal) Oe Sete 3 678,832 678,832 
atone 5 851,032 851,033 
LIABILITIES AND PARTNERS’ EQUITY 
Current 
Accounts payable and accrued liabilities.................. — 11,366 11,366 
TucerestierGenerd  Pavtnen  srdencc osc acioce auuieds sos eee a 150,000 150,000 
‘ond 161,366 161,366 
Partners’ equity 
Limited Partners’ capital account — Class A Units ........ 1 353,313 353,314 
General Partner’s capital account — Class B Units ........ one 380853 336,353 
ol. 851,032 851,033 


See accompanying notes 
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KOCH PIPELINES CANADA, L.P. 


NOTES TO PRO FORMA COMBINED BALANCE SHEET 
DECEMBER 31, 1996 — UNAUDITED 


BASIS OF PRESENTATION 


The accompanying pro forma combined balance sheet of Koch Pipelines Canada, L.P. (the “Partnership”) has been prepared by Koch 
Pipelines Canada Ltd. (the “General Partner”), the general partner of the Partnership, in accordance with generally accepted accounting 
principles and has been approved by the Board of Directors of the General Partner. The pro forma combined balance sheet gives effect to the 
issuance of Class A limited partnership units and Class B general partnership units by the Partnership and the acquisition of the Pipeline 
Assets of certain direct and indirect subsidiaries (collectively “Koch Canada”) of Koch Industries, Inc. (“Koch Industries”). The 
pro forma balance sheet has been prepared from information derived from each of the audited balance sheet of the Partnership as at 
October 9, 1997 and audited combined financial statements of the Pipeline Assets of Koch Canada as at December 31, 1996 and the 
assumptions set forth in note 2 below. In the opinion of the General Partner, the pro forma combined balance sheet includes all adjustments 
necessary for future presentation. Being a limited partnership, the Partnership will be dependent on the General Partner in respect of the 
administration and management of all matters relating to the operation of the Partnership and the Pipeline Assets. The terms. of the 
management services to be provided by the General Partner to the Partnership and the General Partner’s duties and obligations are more 
fully set forth in the Partnership Agreement and the Support Agreement described elsewhere in this Prospectus. 


The Partnership was created for the purpose of acquiring and operating certain assets (the “Pipeline Assets”) owned by Koch Canada and 
consisting of Koch Canada’s interest in certain operating crude oil pipelines (Bow River Pipeline System, Koch Alberta Pipeline System, 
Koch Valley Pipeline System, Mid-Saskatchewan Pipeline System). The General Partner is indirectly wholly-owned by Koch Industries. 


Koch Industries will have an indirect, 48.8% ownership interest in the Partnership. The Partnership will account for the transfer of Pipeline 
Assets using the purchase method since Koch Canada will have disposed of 51.2% of the Pipeline Assets. Under this method of accounting, 
the Partnership will record the assets acquired from Koch Canada at fair value. 


PRO FORMA ADJUSTMENTS WITH RESPECT TO THE ACQUISITION OF THE PIPELINE ASSETS AND THE SALE & 
ISSUE OF PARTNERSHIP UNITS 


The unaudited pro forma combined balance sheet gives effect to the acquisition by the Partnership of the Pipeline Assets and the issuance of 
Units as if each of the transactions occurred as at December 31, 1996. The pro forma adjustments reflected in the unaudited pro forma 
combined balance sheet are as follows: 


The transfer of the Pipeline Assets to the Partnership in consideration for 35,700,000 Class B Units representing an approximate 48.8% 
Partnership interest, $203.3 million cash and $150.0 million receivable from the Partnership due in one year; and the concurrent public 
offering of Class A Units representing an approximate 51.2% partnership interest for $353.3 million cash proceeds, such proceeds being 
used to acquire the Pipeline Assets. 


The purchase price for the units is payable on an instalment basis. The final instalment of $150.0 million is assumed to be collected one 
year after the closing of the offering whereupon it will be paid to the General Partner. The amount due to the General Partner is non- 
interest bearing. 


The purchase price for the Pipeline Asset acquisition has been allocated as follows: 


(thousands of dollars) 


Value: of 35,700,000; Class. .B. Units: isstsediuarem data cute ie ae, aa eno 336,353 
Cash paid for Pipelines Assetsng::. 5 eieraie tence Moe Nasik ke 0a ee re ee 203,313 
Amount due to the General Partner upon collection of instalment TECOLDUS 1534 Wecrereene icy oe eee 150,000 
Purchase price’... ,csias.diy ate co.ctt eee On | Se aa tN ce ce Gn an rr 689,666 


Net working capital acquired: at fair valiie we aee ie meney tere ee 10,834 
Pipeline facilities and equipment acquired at fair value ...........00ccceccccccececcccccceeeeccccccece. 678,832 
689,666 


Included in the amount allocated to the net working capital acquired is an amount of $10.0 million for prepaid pipeline inspection costs 
relating to the future pipeline inspection program to be completed by Koch as described elsewhere in this prospectus. 


FUTURE SITE RESTORATION AND ABANDONMENT COSTS 


Future site restoration and abandonment costs will be a function of a number of factors, including regulatory requirements at the time of 
abandonment, the size of the pipeline and the pipeline’s location. Abandonment requirements can vary considerably, ranging from emptying 
the pipeline to removal of the pipeline and reclamation of the right-of-way. It is expected that portions of the Pipeline Assets will be 
abandoned over time, and the costs of smaller abandonments, not expected to be material in any particular year, will be charged to operating 
expense in the year of abandonment. At such time as the timing and cost of abandoning substantial portions of the Pipeline Assets can 
reasonably be determined, estimated costs will be provided over the remaining life of the Pipeline Assets. Accordingly, no liability for future 
site restoration and abandonment costs has been recorded on the acquisition of the Pipeline Assets. 
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AUDITORS’ REPORT 
To the Directors of 
Koch Industries, Inc. 


We have audited the combined balance sheets of Koch Canada — Pipeline Assets, as defined in Note | to the 
combined financial statements, as at December 31, 1996 and 1995 and the combined statements of operations and 
capital employed and cash flows for each of the years in the three year period ended December 31, 1996. These 
combined financial statements are the responsibility of Koch Canada’s management. Our responsibility is to express 
an opinion on these combined financial statements based on our audits. 


We conducted our audits in accordance with generally accepted auditing standards. Those standards require 
that we plan and perform an audit to obtain reasonable assurance whether the combined financial statements are 
free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and 
disclosures in the financial statements. An audit also includes assessing the accounting principles used and 
significant estimates made by management, as well as evaluating the overall financial statement presentation. 


In our opinion, these combined financial statements present fairly, in all material respects, the financial position 
of Koch Canada — Pipeline Assets as at December 31, 1996 and 1995, and the results of its operations and the 
changes in its financial position for each of the years in the three year period ended December 31, 1996 in 
accordance with generally accepted accounting principles. 


Calgary, Canada (Signed) ERNST & YOUNG 
September 26, 1997 Chartered Accountants 
(except for note 6 

which is as of November 18, 1997) 
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KOCH CANADA — PIPELINE ASSETS 


COMBINED BALANCE SHEETS 
(see basis of presentation — note 1) 


July 31, December 31, 
1997 1996 1995 
(thousands of dollars) 
(unaudited) 
ASSETS 
Current 
CaS recs te SURAT Ad cae masa tcat TL Taner ae ae acer eee 1 1 1 
Accounts receivablein acta a pose. on heen ce trae See Pcie ee er eee T2302 £2,032) 8,280 
PrepaidFexpenses't Rime” eg. Sere Ree taternn: eee Ue een ees Sete, ae 107 167 67 
12,420 12,200 8,348 
Capitali assets"(note! 4) Sct! £0572 Sen pene eet foe eee oe ee 197,322 192,012 174,237 
209,942 204,212 182,585 
LIABILITIES AND CAPITAL EMPLOYED 
Current liabilities 
Accounts,payablesand.acerued liabilities egw rads ak fab wale ae 8 7,418 11,366 6,889 
Capital employed, (note 3)": ait cin saw ee eee ts) de siteeoe ean eee eae 202,524 192,846 175,696 
209,942 204,212 182,585 


On behalf of Koch Canada — Pipeline Assets: 


(Signed) JOSEPH W. MOELLER 
Director, Koch Industries, Inc. 
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(Signed) DONALD L. CORDES 
Director, Koch Industries, Inc. 


KOCH CANADA — PIPELINE ASSETS 


COMBINED STATEMENTS OF OPERATIONS 
AND CAPITAL EMPLOYED 


Revenue (note 5) 


Expenses 
(VFR TTT Aso! > SED a A Se RS 
General and administrative 


el elienie “6) (e/ (eo) ey el ene) 0: e wilep sel s\10 vonie 


Pircorie DelOle UeDICCIAtION 74 f..00.0 ea tes ate 
TCRRCEIA IO laeeretes «ces cm emer cae ee iis, 5 FEET. Oho. 8 


Net income before tax...................0.005 
Distributions to Koch Canada (note 3).......... 
Capital employed, beginning of period........... 


Capital employed, end of period ............... 


Seven months ended 
July 31, Years ended December 31, 


1997 1996 1996 1995 1994 
(thousands of dollars) 


(unaudited) 
45,955 44,788 79,369 74,987 65,387 
13,014 10,176 18,628 18,611 17,435 
1,669 1,484 3,024 2,738 PIAt: 
14,683 11,660 21,652 21,349 20,153 
6) gp 33,128 sree 53,638 45,234 
4,162 3,945 6,788 5,870 Rue 
PN 29,183 50,929 47,768 59 637 
(17,432): = (12373) 25 (3a TO en (GU noo) tea) 
192,846 175,696 175,696 158,753 147,349 
202,524 192,506 192,846 175,696 158,753 


See accompanying notes 
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KOCH CANADA — PIPELINE ASSETS 


COMBINED STATEMENTS OF CASH FLOWS 


Seven months ended 


July 31, Years ended December 31, 
1997 1996 1996 1995 1994 
(thousands of dollars) 
(unaudited) 

Operating Activities 
Net.income before tax.. GAb.OT::... SRT.AR 2. Oe 27,110 29,183 50,929 47,768 39,857 
Add item not affecting cash 

Depreciation ack") o.iostinm ats ce | Ae 4,162 3,945 6,788 5,870 5,301, 


a1 2iz 33,128 ST:Eb1 53,638 45,234 
Net change in non-cash working capital relating to 
operating activities 25. ae eee (3,234) (2,065) 991 (1,161) 1,316 


28,038 31,063 58,708 52,477 46,550 


Investing activities 


Additions’ to capital assetsanct-.... yoer-ney ) ER (9,672) (17,390), (245563). 1(22,952)" 2 (18 007) 
Net change in non-cash working capital related to 
INVCSHIND ACHIVILIES 20. ere acs cc eae eee (934) (1,300) (366) 1,300 — 


(10,606) (18,690) (24,929) (21,652) — (18,097) 
Financing activities 
Distributions to Koch Canada, net (note 3)...... (17432) C123 7ae ee 1335779)" (30825) ene) 


Change invcash .«. hah fasede a. Pipalene Mee — — —_ — — 
1 l 


— 
— 
— 


Cash, beginning and end of period ............. 


See accompanying notes 
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KOCH CANADA — PIPELINE ASSETS 


NOTES TO COMBINED FINANCIAL STATEMENTS 
December 31, 1996, 1995 and 1994 


(information as at July 31, 1997 and for the periods ended July 31, 1997 and 1996 is unaudited) 


BASIS OF PRESENTATION AND DESCRIPTION OF BUSINESS 


The accompanying combined financial statements of Pipeline Assets include certain operating crude oil pipeline businesses conducted by 
certain direct and indirect subsidiaries (collectively, “Koch Canada”) of Koch Industries, Inc. (“Koch Industries”). The Pipeline Assets 
comprise a 100% interest in the Bow River, Koch Alberta, Koch Valley and Mid-Saskatchewan Pipeline Systems. “Koch Canada — 


Pipeline Assets” has no separate legal status or existence. Revenues earned from the transportation of liquids owned by other affiliates of 
Koch Industries are described in note 5. 


The financial statements combine the historical financial information of the Pipeline Assets referred to above and reflect the financial 
position, results of operations and changes in financial position of the Pipeline Assets based on Koch Canada’s historical costs. Operating 
and general and administrative expenses include direct costs incurred by Koch Canada on the Pipeline Assets’ behalf and an allocation of 
operating and general and administrative expenses of Koch Canada based on time spent on the activities associated with Pipeline Assets 
operations. Such amounts are recorded at an estimate of Koch Canada’s cost for such expenses. 


Income taxes are exigible on Koch Canada, however the Pipeline Assets are not a taxable entity. Because a meaningful allocation of the 
Pipeline Assets’ share of Koch Canada’s income taxes could not be made, these combined financial statements do not account for income 
taxes. 


No other material adjustments have been made in the preparation of the accompanying combined financial statements. 


These combined financial statements may not necessarily be indicative of the results that would have been attained if the Pipeline Assets 
had been operated on a stand alone basis. 


SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
(a) Capital assets 


Expenditures for system expansion and major renewals and betterments are capitalized; maintenance and repair costs are expensed as 
incurred. Depreciation of pipeline facilities and equipment commences when the facilities and equipment are placed in commercial 
operation and is provided on the declining balance or straight line basis over their estimated service lives. The service life for pipeline 
systems is determined with reference to the remaining life of the crude oil reserves gathered on the particular pipeline systems. 


(b) Future site restoration and abandonment costs 


Pipeline Asset operations will be charged with any costs associated with the future site restoration and abandonment of the Pipeline 
Assets. The potential costs of abandonment will be a function of a number of factors, including regulatory requirements at the time of 
abandonment, the size of the pipeline and the pipeline’s location. Abandonment requirements can vary considerably, ranging from 
emptying the pipeline to removal of the pipeline and reclamation of the right-of-way. It is expected that portions of the Pipeline Assets 
will be abandoned over time, and the costs of smaller abandonments, not expected to be material in any particular year, will be 
charged to operating expense in the year of abandonment. At such time as the timing and cost of abandoning substantial portions of 
the Pipeline Assets can reasonably be determined, estimated costs will be provided over the remaining life of the Pipeline Assets. 
Accordingly, no provision for such future costs has been recorded. 


CAPITAL EMPLOYED 


The surplus funds of the Pipeline Assets are transferred to Koch Canada and the financing requirements of the Pipeline Assets are provided 
by Koch Canada as reflected through the capital employed in the Pipeline Assets by Koch Canada. 


CAPITAL ASSETS 


July 31, December 31, 
1997 1996 1995 
(thousands of dollars) 
(unaudited) 
Me AFA oe cance avs ve wesw ioe wom 4 + Spi. 6-0 is gin ae k aaaleae ra aol CEO ie eae Rao 592 592 586 
Pipeline facilities and equipment. <. -.<.1 +644 nies wies snk pinisla Wiese nscieiaiaiaar 2 Pieri aie oa sae sree 209,614 
Capital sparewe ys dh ys sche Goo oie sees ae g ole or ater ole oe a ee eee ea ae eh ee 
Construction in progress. 10.2... .cseee eee e eens ened ere eee maitne nee y ees a ween sees E1031 ok 75,283, 
250,383 240,813 216,614 
Accumulated AMortiZation «..... ces 00 ce oe + + sna sieves clere bye maielelale a nerd see eae SievcaeL sists selena (52,861) (48,801) (42,377) 
197,522 192,012 174,237 


NEL DOGK Values cic chaser eed eee iaw neue) ole 4 albiaibunns aay nde lenmaice a axes \alcaats\s ts /omnr ante fae 


RELATED PARTY TRANSACTIONS 


Included in revenues are revenues earned from affiliates of Koch Industries which are recorded at their exchange amounts as follows: seven 
month period ended July 31, 1997 — $4,953,000; seven month period ended July 31, 1996 — $4,595,000; years ended December 31, 1996 — 
$8,922,000; December 31, 1995 — $7,438,000; and December 31, 1994 — $6,153,000. 


The nature and basis of other transactions with Koch Industries or its affiliates are described in note 1. 


SUBSEQUENT EVENTS 


Koch Pipelines Canada, L.P. filed a prospectus dated November 18, 1997 with certain securities regulatory authorities relating to the sale 
and issue of limited partnership units to the public. The proceeds from the offering (including any amounts due on an instalment basis), plus 
35,700,000 Class B Limited Partnership units will be transferred to the General Partner as consideration for the sale of the Pipeline Assets to 
Koch Pipelines Canada, L.P. 
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CERTIFICATE OF THE PARTNERSHIP AND PROMOTER 


Dated: November 18, 1997 


The foregoing constitutes full, true and plain disclosure of all material facts relating to the securities offered by 
this prospectus as required by Part 9 of the Securities Act (British Columbia), by Part 8 of the Securities Act 
(Alberta), by Part XI of The Securities Act (Saskatchewan), by Part VIA of the Securities Act (Manitoba), by 
Part XV of the Securities Act (Ontario), by section 63 of the Securities Act (Nova Scotia), by Part II of the 
Securities Act (Prince Edward Island), by section 13 of the Securities Act (New Brunswick) and the respective 
regulations thereunder and by Part XIV of The Securities Act (Newfoundland). This prospectus does not contain 
any misrepresentation likely to affect the value or market price of the securities to be distributed within the meaning 
of the Securities Act (Quebec) and the regulations thereunder. 


Koch Pipelines Canada, L.P. 
By its general partner: 


Koch Pipelines Canada Ltd. 


(Signed) DAvip W. FEsyk (Signed) DAvip G. PARK 
President Vice-President, Finance 
and Chief Executive Officer and Chief Financial Officer 


On behalf of the board of directors of 


Koch Pipelines Canada Ltd. 


(Signed) STEPHEN K. KROMER (Signed) JoSEPH W. MOELLER 
Director Director 


On behalf of the Promoter: 


Koch Industries, Inc. 


(Signed) JosEPH W. MOELLER 
Executive Vice-President 
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CERTIFICATE OF THE UNDERWRITERS 


Dated: November 18, 1997 


To the best of our knowledge, information and belief, the foregoing constitutes full, true and plain disclosure of 
all material facts relating to the securities offered by this prospectus as required by Part 9 of the Securities Act 
(British Columbia), by Part 8 of the Securities Act (Alberta), by Part XI of The Securities Act (Saskatchewan), by 
Part VIA of the Securities Act(Manitoba), by Part XV of the Securities Act (Ontario), by section 64 of the 
Securities Act (Nova Scotia), by Part II of the Securities Act (Prince Edward Island), by section 13 of the 
Securities Act (New Brunswick) and the respective regulations thereunder and by Part XIV of The Securities Act 
(Newfoundland). This prospectus does not contain any misrepresentation likely to affect the value or market price 
of the securities to be distributed within the meaning of the Securities Act (Quebec) and the regulations thereunder. 


RBC DomINION SECURITIES INC. 


By: (Signed) BRIAN K. PETERSEN 


ScoTIAMcLEop INc. 


By: (Signed) DAvip A. POTTER 


NESBITT BURNS INC. 


By: (Signed) JOHN ABBOTT 


CIBC Woop GuUNDY SECURITIES INC. 


By: (Signed) KURT B. MOLNAR 


MIDLAND WALWYN CAPITAL INC. GOLDMAN SACHS CANADA 
(By its General Partner Goldman Sachs Canada Inc.) 


By: (Signed) DANIEL J. CRISTALL By: (Signed) JAMES T. KIERNAN 
LEVESQUE BEAUBIEN GEOFFRION INC. TD SECURITIES INC. 
By: (Signed) ALEXANDER A. KERKOVIUS By: (Signed) ROBERT W. GIBSON 
GORDON CAPITAL CORPORATION NEWCREST CAPITAL INC. 
By: (Signed) T. ANDREW HICKEY By: (Signed) JAMES HINDS 
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The following includes the name of every person or company having an interest, directly or indirectly, to the 
extent of not less than 5% in the capital of: 


RBC DomiINIon Securities INC.: a wholly-owned subsidiary of RBC Dominion Securities Limited, a majority 
owned subsidiary of a Canadian chartered bank; 


ScoTIAMCLEop INc.: a wholly-owned subsidiary of a Canadian chartered bank; 


NEsBITT Burns INc.: a wholly-owned subsidiary of The Nesbitt Burns Corporation Limited, a majority-owned 
subsidiary of a Canadian chartered bank; 


CIBC Woop Gunpy SEcuritTIEs INC.: a wholly-owned subsidiary of a Canadian chartered bank; 
MIDLAND WALWYN CaPITAL INC.: a wholly-owned subsidiary of Midland Walwyn Inc.; 


GOLDMAN SACHS CANADA: a limited partnership in which The Goldman Sachs Group, L.P. is the limited partner 
and Goldman Sachs Canada Inc., a wholly-owned subsidiary of The Goldman Sachs Group, L.P., is the general 
partner; 


LEVESQUE BEAUBIEN GEOFFRION INC.: wholly-owned by Lévesque, Beaubien and Company Inc., a majority- 
owned subsidiary of a Canadian chartered bank; 


TD SEcuRITIES INC.: a wholly-owned subsidiary of a Canadian chartered bank; 


GORDON CAPITAL CORPORATION; Pacific Century GC Holdings Inc., J.R. Connacher, J.N. Green, J. Warwick; 
and 


NEWCREST CAPITAL INC.: Alain Boileau, Paul Brehl, David Davidson, Douglas Dawson, Robert Dorrance, Doug 
Gordon, Jean-Luc Gravel, Peter Grosskopf, James Hinds, Scott MacNicol, Jacques Massicotte, David McCracken, 
John O’Sullivan, Lee Pettigrew, Robert Price, Robbie Pryde, Benoit Robert, Sanwa Holdings Canada Inc., Marla 
Schwartz and Glynn Williams. 
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Schedule A 


LIMITED PARTNERSHIP AGREEMENT 


AMONG 


KOCH PIPELINES CANADA LTD. 
AND 
687371 ALBERTA LTD. 
AND 
EACH PERSON WHO IS ADMITTED TO THE 


PARTNERSHIP AS A UNITHOLDER IN ACCORDANCE 
WITH THE TERMS HEREOF 
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KOCH PIPELINES CANADA, L.P. 


LIMITED PARTNERSHIP AGREEMENT 
THIS LIMITED PARTNERSHIP AGREEMENT made as of October 9, 1997, and made among Koch 


Pipelines Canada Ltd., as the General Partner, 687371 Alberta Ltd., as the Initial Limited Partner, and each Person 
who is admitted to the Partnership as a Unitholder in accordance with the terms hereof. 


NOW THEREFORE THIS AGREEMENT WITNESSES THAT IN CONSIDERATION of the 


covenants and agreements contained in this Agreement, the Partners agree with each other as follows: 


1.1 


ARTICLE 1 


INTERPRETATION 
Definitions 
In this Agreement the following words have the following meanings: 
“Act” means the Partnership Act (Alberta); 


“Affiliate” means, with respect to any Person, any other Person that (i) directly or indirectly through one or 
more intermediaries controls, is controlled by or is under common control with, the Person in question, or 
(ii) owns, beneficially, directly or indirectly, 50% or more of the outstanding capital stock, shares or other 
equity interests of the Person in question. For these purposes, a Person shall be deemed to be controlled by 
another Person or by two or more Persons if (i) more than 50% of the voting power of shares of the Person in 
question entitled (without regard to the occurrence of any contingency) to vote in the election of directors or 
other governing body of such body corporate are owned, directly or indirectly, at the date of determination, 
by or for the benefit of the other Person or by or for the benefit of the other Persons, (ii) in the case of a 
Person that is a partnership (whether general or limited) the other Person or Persons are, at the date of 
determination, a general or limited partner of such partnership, but only if more than 50% of the partnership 
interest of such partnership (considering all of the partnership interest of such partnership as a single class) 
are owned, directly or indirectly, at the date of determination, by or for the benefit of such other Person or by 
or for the benefit of such Persons, or (iii) in the case of any Person (other than a body corporate or a 
partnership) such other Person or Persons, directly or indirectly, at the date of determination, have at least a 
majority ownership interest or the power to elect or direct the election of a majority of the directors or other 
governing body of such Person; 

“Agreement” means this Limited Partnership Agreement dated as of the 9th day of October, 1997, and 
made among Koch Pipelines Canada Ltd., as the General Partner of the Partnership, 687371 Alberta Ltd. as . 
the Initial Limited Partner of the Partnership, and those parties referred to as Unitholders herein, as from 
time to time amended, supplemented or restated; 

“Asset Purchase Agreement” means the agreement to be entered into between the General Partner and the 
Partnership pursuant to which the Partnership will purchase the Pipeline Assets from the General Partner in 
exchange for cash and Class B Units; 


“Associate” where used to indicate a relationship with any Person has the same meaning as in the Securities 
Act (Alberta); 


“Auditor” means Ernst & Young, or such other firm whose partners are members, in good standing, of the 
Canadian Institute of Chartered Accountants and which is appointed from time to time as auditor of the 
Partnership by the General Partner; 

“Bow River Pipeline System” means the 1,525 mile crude oil feeder pipeline and gathering system between 
Hardisty, Alberta and Milk River, Alberta to be acquired by the Partnership from the General Partner 
pursuant to the Asset Purchase Agreement; 


“Capital Contribution” of a Unitholder means the total amount of money or property paid or agreed to be 
paid to the Partnership by such Unitholder, or a predecessor Unitholder, in respect of Units subscribed for by 


A-6 


such Unitholder, or a predecessor Unitholder, where subscriptions therefor have been accepted by the 
General Partner and 


(a) in the case of the Class A Units to be issued pursuant to the Underwriting Agreement, means the 
amount determined in accordance with Section 4.4; 


(b) in the case of Class B Units to be issued to the General Partner pursuant to the Asset Purchase 
Agreement, means the portion of the purchase price applicable to the Pipeline Assets which is not being 
paid for in cash; and 


(c) in the case of the Class A Units issued from time to time upon conversion of Class B Units, the amount 
that is the Capital Contribution applicable to the Class B Units being converted shall be deducted from 
the Capital Contribution applicable to the Class B Units being converted and shall be added to the 
Capital Contribution applicable to the Class A Units being issued on conversion; 


and the Capital Contribution applicable to Units shall be reduced from time to time in accordance with 
Section 7.2; 


“Certificate” means the certificate of limited partnership for the Partnership to be filed under the Act and all 
amendments thereto and renewals, replacements or restatements thereof; 


“Class A Units” means Class A limited partnership units of the Partnership; 
“Class B Units” means Class B general partner units of the Partnership; 


“Depository” means The Canadian Depository for Securities Limited, or its nominee which as at the date 
hereof is “CDS & Co.”, or a successor thereto; 


“Distributable Cash” is equal to Operating Cash plus the aggregate of: 

(a) interest and other income earned by the Partnership; plus 

(b) cash proceeds from capital transactions, such as borrowings, issuances of Units and sales of assets; plus 
(c) reductions in reserves previously established by the General Partner; plus 


(d) any tax refunds received, which relate to taxes previously deducted in the computation of Distributable 
Cash; 


minus the aggregate of: 


(e) direct and indirect general and administrative costs incurred by the Partnership (to the extent not 
already deducted in determining Operating Cash); plus 


(f) debt service costs, including interest, principal, fees and discounts with respect to indebtedness incurred 
by or in connection with the Partnership, the Pipeline Assets or New Assets; plus 


(g) current income, capital, withholding and other taxes accruing which are reasonably related to amounts 
included in computing Distributable Cash; plus 


(h) increases in reserves established by the General Partner; plus 


(i) any capital expenditures incurred in connection with the Pipeline Assets and New Assets (excluding the 
cost to complete the expansion projects underway at the time of closing for which the General Partner 
or its affiliates are responsible pursuant to the Asset Purchase Agreement); plus 


(j) amounts paid or payable to the General Partner under Section 6.1 (to the extent that such amounts have 
not been deducted in the calculation of Operating Cash); plus 


(k) the management, incentive and other fees payable to the General Partner under Section 6.2 (to the 
extent that such fees have not been deducted in the calculation of Operating Cash). 


“Eligible Investor” means a Person other than a Person who is, or who acts on behalf of a Person who will 
have a beneficial interest in Units who is, in either case, a “non-resident” within the meaning of the Tax Act, 
a partnership that is not a “Canadian partnership” under the Tax Act, a Person an interest in which would be 
a “tax shelter investment” as defined in certain proposed amendments to the Tax Act, a present or former 
direct or indirect shareholder of Koch Industries or an associate or affiliate of a present or former director or 
indirect shareholder of Koch Industries, provided that for these purposes, the terms “associate” and 
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“affiliate” do not include Koch Industries, the General Partner, the Partnership or any direct or indirect 
Subsidiary of Koch Industries; 


“Extension” means a new crude oil mainline transmission pipeline that interconnects between Systems, 
connects to a facility other than a production site or provides for infrastructure necessary to accommodate 
the introduction into the System of a new service or product other than crude oil; 


“Extraordinary Resolution” means: 


(a) a resolution approved by more than 6674% of the votes cast in person or by proxy at a duly constituted 
meeting of Unitholders or at any adjournment thereof, called in accordance with this Agreement; or 


(b) a written resolution in one or more counterparts signed by Unitholders holding in the aggregate more 
than 6674% of the aggregate number of outstanding Units; 


“Fiscal Year” has the meaning set forth in Section 2.6; 


“General Partner” means Koch Pipelines Canada Ltd. or any other party who may become the general 
partner of the Partnership in place of or in substitution for Koch Pipelines Canada Ltd., from time to time, in 
each case until such general partner ceases to be the general partner of the Partnership under the terms of 
this Agreement; 


“Independent Directors” means those members of the board of directors of the General Partner who are not 
officers, directors or employees of Koch Industries or its Affiliates (other than the General Partner); 


“Initial Limited Partner” means 687371 Alberta Ltd.; 


“Koch Alberta Pipeline System” means the 390 mile crude oil feeder pipeline and gathering system between 
Hussar, Alberta and Edmonton, Alberta to be acquired by the Partnership from the General Partner 
pursuant to the Asset Purchase Agreement; 


“Koch” means Koch Industries, and its Subsidiaries; 


“Koch Canada” means, collectively, Bow River Pipe Lines Ltd., Mid-Saskatchewan Pipe Lines, Ltd., Koch 
Pipelines Ltd. and Koch Oil Co. Ltd. and, unless the context requires otherwise, includes their respective 
subsidiaries; 


“Koch Industries” means Koch Industries, Inc., a Kansas corporation; 


“Koch Valley Pipeline System” means the 151 mile condensate feeder pipeline system between Turner 
Valley, Alberta and Madden, Alberta to be acquired by the Partnership from the General Partner pursuant to 
the Asset Purchase Agreement; 

“T_ateral’’ means a new crude oil pipeline that gathers crude oil directly from local crude oil production sites 
and delivers it directly, or indirectly through existing gathering pipelines, to the System; 


‘“T imited Partner’ means any Person who is or shall become a limited partner of the Partnership and 
includes the Initial Limited Partner; 


“Looping” means the construction of additional pipeline where each end of that additional pipeline connects 
to an existing System, the purpose of which is to increase the throughput capacity of the System; 


“Mid-Saskatchewan Pipeline System” means the 334 mile crude oil feeder pipeline and gathering system 
between Kindersley and Kerrobert, Saskatchewan to be acquired by the Partnership from the General 


Partner pursuant to the Asset Purchase Agreement, 


“New Assets” means assets other than the Pipeline Assets, if any, acquired by the Partnership from time to 
time after closing of the Offering; 


“Non-Competition Agreement” means the agreement to be entered into between the General Partner and 
the Partnership pursuant to which the General Partner will agree, on behalf of itself and its Affiliates, to 
certain restrictions on business activities that may be in competition with the Partnership; 


“Offering” means the initial offering of Class A Units to the public pursuant to the Prospectus; 
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“Operating Cash” means: 


(a) the aggregate of revenues earned with respect to the operations of the Pipeline Assets and any New 
Assets, including toll and other revenues associated with the transportation of products through the 
facilities comprising the Pipeline Assets and any New Assets; 


minus the aggregate of: 


(b) the direct and indirect operating costs incurred in connection with the business and undertaking referred 
to in (a) or incurred in maintaining the assets or defending title thereto (excluding the costs to a 
maximum of $10.0 million of the “smart pigging” inspection and repair program which is the 
responsibility of Koch pursuant to the Asset Purchase Agreement); plus 


(c) the direct and indirect general and administrative costs incurred in connection with the business and 
undertaking referred to in (a); plus 


(d) other direct and indirect costs, not included in (b) or (c), incurred in earning the revenues from the 
sources referred to in (a); 


“Operational Enhancement” means an improvement to any pipeline system forming part of the System that 
does not involve the construction of a pipeline Lateral, or an Extension of a pipeline. Without limitation, an 
Operational Enhancement includes improvements designed to (i) increase throughput capacity of the 
System by way of Looping existing pipelines and constructing additional pumping facilities or both; 
(ii) segregate crude oil streams through the construction of, among other things, batch initiation facilities 
and additional pipelines; (iii) improve System integrity by means such as pigging and Looping; and 
(iv) improve operational flexibility through the construction of additional storage tanks and injection valves. 


“Ordinary Resolution” means: 


(a) a resolution approved by more than 50% of the votes cast in person or by proxy at a duly constituted 
meeting of Unitholders or at any adjournment thereof called in accordance with this Agreement; or 


(b) a written resolution in one or more counterparts signed by Unitholders holding in the aggregate more 
than 50% of the aggregate number of outstanding Units; 


“Partners” means the General Partner, the Limited Partners and, as the context requires, the holders of 
Class B Units and “Partner” means any one of them; 


“Partnership” means Koch Pipelines Canada, L.P., formed under the laws of the Province of Alberta as a 
limited partnership by the filing of the Certificate under the Act on October 9, 1997; 


“Person” means any individual, partnership, limited partnership, joint venture, syndicate, sole proprietorship, 
company or corporation with or without share capital, unincorporated association, trust, trustee, executor, 
administrator or other legal personal representative, regulatory body or agency, government or governmental 
agency, authority or entity however designated or constituted; 


“Pipeline Assets” means all of the right, title and interest in the Bow River Pipeline System, Koch Alberta 
Pipeline System, Mid-Saskatchewan Pipeline System and Koch Valley Pipeline System and certain 
miscellaneous assets used in connection with the operation of the foregoing pipeline systems owned by Bow 
River Pipe Lines Ltd., Mid-Saskatchewan Pipe Lines, Ltd., Koch Pipelines Ltd. and Koch Oil Co. Ltd. and 
to be acquired by the Partnership pursuant to the Asset Purchase Agreement; 


“Prospectus” means the preliminary and/or final prospectus, as applicable, to be filed by the Partnership 
with securities regulatory authorities in the provinces of Canada in connection with the Offering; 


“Register” means the register indicating the names and addresses of the Unitholders and the number of 
Units held by them, to be kept by the Registrar and Transfer Agent; 


“Registrar and Transfer Agent” means the registrar and transfer agent of the Units appointed from time to 
time by the General Partner; 


“Requisitioning Partners” has the meaning set forth in Section 11.1; 
“Subscription Form” means a subscription agreement and power of attorney in such form as approved from 
time to time by the General Partner; 
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1.2 


1.3 


“Subsidiary” means, with respect to any Person (a) a body corporate of which more than 50% of the voting 
power of shares entitled (without regard to the occurrence of any contingency) to vote in the election of 
directors or other governing body of such body corporate are owned, directly or indirectly, at the date of 
determination, by or for the benefit of such Person, by one or more Subsidiaries of such Person or a 
combination thereof, (b) a partnership (whether general or limited) in which such Person or a Subsidiary of 
such person is, at the date of determination, a general or limited partner of such partnership, but only if more 
than 50% of the partnership interests of such partnership (considering all of the partnership interests of such 
partnership as a single class) are owned, directly or indirectly, at the date of determination, by or for the 
benefit of such Person, by one or more Subsidiaries of such Person, or a combination thereof, or (c) any 
other Person (other than a body corporate or a partnership) in which such Person, one or more Subsidiaries 
of such Person, or a combination thereof, directly or indirectly, at the date of determination have (i) at least 
a majority ownership interest, or (ii) the power to elect or direct the election of a majority of the directors or 
other governing body of such other Person; 


“Support Agreement” means the agreement to be dated the date of closing of the Offering pursuant to which 
Koch will agree to provide the necessary personnel and services to the General Partner to permit the General 
Partner to fulfill its obligations to administer and manage the Partnership and operate its business under this 
Agreement. 


“System” means any pipeline system (or an interest therein) from time to time directly or indirectly forming 
part of the property of the Partnership, and includes the Bow River Pipeline System, the Koch Alberta 
Pipeline System, the Mid-Saskatchewan Pipeline System and the Koch Valley Pipeline System; 


“Tax Act” means the Income Tax Act (Canada) and the regulations thereunder, as amended; 


“Transfer Form” means a transfer and power of attorney in the form appended hereto as Schedule | or such 
other form as approved from time to time by the General Partner; 


“Underwriters” means RBC Dominion Securities Inc., ScotiaMcLeod Inc. and the other underwriters who 
may sign the Underwriting Agreement; 


“Underwriting Agreement” means the underwriting agreement to be entered into among the Partnership, 
Koch and the Underwriters with respect to the Offering; 


“Unit” means a Class A Unit and/or a Class B Unit, as the context requires; 


“Unit Certificate’ means a certificate for Units issued in accordance with Section 3.21 in such form as 
approved by the General Partner from time to time; and a separate form of Unit Certificate shall be utilized 
for the Class A Units and the Class B Units; 


“Unitholder’” means the holder of a Unit as indicated on the Register. 


Headings 


In this Agreement, the headings are for convenience of reference only, do not form a part of this Agreement 
and are not to be considered in the interpretation of this Agreement. 


Interpretation 


In this Agreement, 


(a) words importing the masculine gender include the feminine and neuter genders, corporations, 
partnerships and other Persons, and words in the singular include the plural, and vice versa, wherever 


the context requires; 
(b) all references to designated Articles, Sections and other subdivisions are to be designated Articles, 
Sections and other subdivisions of this Agreement; 


(c) all accounting terms not otherwise defined will have the meanings assigned to them by, and all 
computations to be made will be made in accordance with, generally accepted accounting principles in 
Canada from time to time; 


(d) any reference to a statute will include and will be deemed to be a reference to the regulations made 
pursuant to it, and to all amendments made to the statute and regulations in force from time to time, 
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and to any statute or regulation that may be passed which has the effect of supplementing or 
superseding the statute referred to or the relevant regulation; 


(e) any reference to a Person will include and will be deemed to be a reference to any Person that is a 
successor to that Person; 


(f) business day will be deemed to be a reference to any day which is not a Saturday, Sunday or a day 
which is generally observed as a holiday in Alberta; and 


(g) “hereof”, “hereto”, “herein”, and “hereunder” mean and refer to this Agreement and not to any 
particular Article, Section or other subdivision. 


1.4 Currency 


All references to currency herein are references to lawful money of Canada. 


ARTICLE 2 
RELATIONSHIP BETWEEN PARTNERS 
2.1 Formation and Name of Partnership 


The General Partner and the Initial Limited Partner agree to and do hereby form a limited partnership in 
accordance with the laws of the Province of Alberta and the provisions of this Agreement. The Partnership shall be 
effective as a limited partnership from the date on which the Certificate is registered in accordance with the Act. 


2.2 Name of the Partnership 


The name of the Partnership shall be “Koch Pipelines Canada, L.P.” or such other name or names as the 
General Partner may from time to time deem appropriate to comply with the laws of the jurisdictions in which the 
Partnership may carry on business. The General Partner shall have the right to change the name of the Partnership 
and to file an amendment to the Certificate changing the name of the Partnership. Notwithstanding the foregoing, if 
Koch Pipelines Canada Ltd. ceases to be the General Partner or if the general partner of the Partnership ceases to 
be an Affiliate of Koch, then the name of the Partnership shall be changed forthwith to a name which does not 
include the name “Koch” and the Partnership shall thereafter discontinue the use of and shall have no further rights 
to use the name “Koch” or any logo, trademark, tradename or service mark related thereto in respect of its business 
and affairs or otherwise. 


2.3 Business of the Partnership 


The business of the Partnership shall be activities which are directly or indirectly related to the 
transportation, storage, marketing and processing of hydrocarbons whether carried on directly or indirectly through 
another Person. The Partnership may also engage in such other necessary or related activities as the General Partner 
deems advisable in order to carry on its business as aforesaid. The Partnership may also acquire and hold ownership 
interests (i) in another Person where that other Person engages in a business other than as previously described (a 
“Non-Qualifying Business”), provided that the majority of the assets of such Person are utilized in the conduct of a 
business which is not a Non-Qualifying Business, and (ii) in assets used in a business other than as previously 
described (“Non-Qualifying Assets”), provided that such Non-Qualifying Assets are acquired in a transaction or 
series of related transactions involving the acquisition of assets, the majority of which are used in the conduct of a 
business which is not a Non-Qualifying Business. If the Partnership acquires a Non-Qualifying Business or Non- 
Qualifying Assets, the Partnership will use reasonable efforts to dispose of such Non-Qualifying Business or Non- 
Qualifying Assets, as the case may be, within a reasonable period of time having regard to such considerations as the 
board of directors of the General Partner may, in its discretion, consider relevant including, without limitation, 
current and anticipated market conditions for such business or assets. The Partnership shall not carry on any other 
business than as permitted in this Section 2.3. 


2.4 Business in Other Jurisdictions 


(a) The Partnership shall not carry on business in any jurisdiction unless the General Partner has taken all 
steps which may be required by the laws of that jurisdiction for the Limited Partners to benefit from 
limited liability substantially to the same extent that such Limited Partners enjoy limited liability under 
the Act. The Partnership shall not carry on business in any jurisdiction in which the laws do not 
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recognize the liability of the Limited Partners to be limited unless, in the opinion of the General 


Partner, the risks associated with the possible absence of limited liability in such jurisdiction are not 
significant considering the relevant circumstances. 


(b) The Partnership shall carry on business in such a manner as to ensure, to the greatest extent 
commercially reasonable, the limited liability of the Limited Partners, and the General Partner shall 


register the Partnership in other jurisdictions where the General Partner considers it appropriate to 
do so. 


2.5 Office of the Partnership 


The principal place of business of the Partnership shall be 1400, 111 — Sth Avenue S.W., Calgary, Alberta, 


T2P 3Y6, or such other address in Alberta as the General Partner may designate in writing from time to time to the 
Unitholders. 


2.6 Fiscal Year 


Subject to the General Partner determining otherwise, the first fiscal period of the partnership shall end on 
December 31, 1997 and thereafter each fiscal period shall commence on January | in each year and shall end on the 
earlier of December 31 in that year or on the date of dissolution or other termination of the Partnership. Each such 
fiscal period is herein referred to as a “Fiscal Year”. 


DEL Status of Partners 


(a) The General Partner represents, warrants, covenants and agrees with each Limited Partner that the 
General Partner: 


(i) is a corporation incorporated under the laws of Alberta and is validly subsisting under such laws; 
(ii) is not a “non-resident” of Canada for the purposes of the Tax Act; 


(iii) has the capacity and corporate authority to act as the general partner of the Partnership and to 
perform its obligations under this Agreement, and such obligations do not conflict with nor do 
they result in a material breach of any of its constating documents, by-laws or any material 
agreement by which it is bound; 


(iv) will not, nor will any Affiliate or Associate of the General Partner, borrow money from the 
Partnership; 


(v) will act in good faith in a manner which it reasonably believes to be in, or not opposed to, the best 
interests of the Partnership, subject to the provisions of this Agreement; 


(vi) will, on the closing of the Offering, hold and shall maintain the registrations necessary for the 
conduct of its business and has and shall continue to have all licences and permits necessary to 
carry on its business as the general partner of the Partnership in all jurisdictions where the 
activities of the Partnership require such licensing or other form of registration of the General 
Partner, except where the failure to hold and maintain such registration, license or permit will not 
have a material adverse effect on the General Partner or the Partnership; 


(vii) will devote as much time as is reasonably necessary for the conduct and prudent management of 
the business and affairs of the Partnership; and 


(viii) from and after the closing of the Offering and for so long thereafter as it is the general partner of 
the Partnership, its board of directors shall be comprised of not more than seven directors of 
which not less than three shall be Independent Directors provided that, if Koch and its Affiliates 
own, directly or indirectly, less than 30% of the issued and outstanding Units, not less than four of 
its directors shall be Independent Directors. 

(b) Each of the Unitholders severally represents, warrants, covenants and agrees with each other Partner 
that such Unitholder: 

(i) has the capacity and competence and, if a corporation, the necessary corporate authority, to enter 
into this Agreement, 


(ii) is an Eligible Investor; and 
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(iii) shall ensure that its status shall not be modified and such Unitholder shall not transfer its Units, or 
any beneficial interest therein, in whole or in part to a Person who is not able to make these 
representations, warranties and covenants. 


2.8 Survival of Representations, Warranties and Covenants 


The representations, warranties and covenants made pursuant to Section 2.7 shall survive execution of this 
Agreement and each Partner covenants and agrees to ensure that each representation, warranty and covenant made 
pursuant to Section 2.7 remains true so long as such Partner remains a Partner. 


2.9 Evidence of Status and Sale of Affected Units 


Each Unitholder (including the Depository) covenants and agrees that it will, upon request, promptly 
provide evidence to the General Partner that it and any beneficial owner of Units is an Eligible Investor. In the event 
that (i) a Unitholder fails to comply with such a request, (ii) satisfactory evidence is not provided by such 
Unitholder or (iii) the General Partner otherwise determines that a Person has become a Unitholder in 
contravention of Section 2.7(b) (11), the General Partner, by written notice (a “Sell Notice”) to such Unitholder 
(the “Affected Partner”) may require the Affected Partner to sell to a Person who complies with 
Section 2.7(b) (ii), the Affected Partner’s entire interest in all Units held by the Affected Partner (the “Affected 
Units”) within the period prescribed in the Sell Notice. Any Sell Notice shall be given by prepaid mail or delivered 
directly to the Affected Partner and shall specify a date, which shall be not less than five business days later, by 
which the Affected Units must be sold to a Person who complies with Section 2.7(b) (ii). The Sell Notice shall also 
require the Affected Partner to notify the General Partner of the completion of the sale or disposition requested. 


In the event that the Affected Units have not been sold by the Affected Partner on or prior to the date 
stipulated in the Sell Notice, the General Partner may, subject to compliance with applicable securities laws, elect 
to sell the Affected Units on behalf of the Affected Partner without further notice in accordance with the terms 
hereof. The General Partner may sell Affected Units on any stock exchange or organized market on which the 
Affected Units are then listed or traded as the General Partner shall determine or, if the Affected Units are not then 
listed on any stock exchange or traded on any organized market, in such other manner as the General Partner shall 
determine, including purchasing the Affected Units on behalf of the Partnership at their fair market value as 
determined by an independent investment dealer acting as valuator, selected by the General Partner. For all 
purposes of such sale, the General Partner shall be deemed to be the agent and lawful attorney of the Affected 
Partner. The net proceeds of any such sale of Affected Units shall be the net proceeds after deduction of any 
commissions, taxes or other costs of sale. 


In the event of any such sale, an Affected Partner shall have the right only to receive the net proceeds of such 
sale. The Partnership shall deposit an amount equal to such net proceeds in an account of the Partnership. The 
amount of such deposit shall be payable to the Affected Partner upon presentation of evidence acceptable to the 
General Partner of such person’s interest in the Affected Units, including the Unit Certificate or Certificates 
therefor, if any. Any interest earned on any amount so deposited, net of any applicable taxes, shall accrue to the 
benefit of the Affected Partner. 


From and after the date of such deposit, the Affected Partner shall not be entitled to any of the rights 
hereunder in respect of the Affected Units, other than the right to receive the funds so deposited as provided herein 
and any person who was a beneficial owner of such Affected Units shall not be entitled to any beneficial interest in 
such Affected Units. 


The General Partner shall, as soon as reasonably practical, and in any event, not later than 30 days after 
making a deposit pursuant to the terms of this Section 2.9, send a notice to the Affected Partner stating that the 
Affected Units have been sold, the amount of the net proceeds to which the Affected Partner is entitled, the name 
and address of the bank or trust company at which the Partnership has made the deposit (which account may also 
contain funds of the Partnership) and all other relevant particulars of the sale. 


For greater certainty, the General Partner may sell Units in accordance with the terms hereof despite the fact 
that the Partnership does not possess the Unit Certificate or Certificates representing the Affected Units at the time 
of the sale. Where, in accordance with this Section 2.9, Affected Units are sold by the General Partner without 
possession of the Unit Certificate or Certificates (if any), representing the same and, after the sale, a Person 
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establishes that it is a bona fide purchaser of the Affected Units from the Affected Partner, then, subject to 
applicable law: 


(a) the Partnership shall be entitled to treat the Units so purchased by the bona fide purchaser as validly 
issued and outstanding Units in addition to the Affected Units sold by the General Partner; and 


(b) notwithstanding anything herein contained, the Partnership shall be entitled to the deposit made with 
respect to the sale of the Affected Units, together with any accrued interest thereon, and shall consider 
such amount a Capital Contribution applicable to the Units acquired by the Person to whom the 
General Partner sold the Units. 


The General Partner shall have the sole right and authority to make any determination required or 
contemplated under this Section 2.9. The General Partner shall make on a timely basis all determinations necessary 
for the administration of the provisions of this Section 2.9 and, without limiting the generality of the foregoing, if the 
General Partner considers that there are reasonable grounds for believing that a contravention of the ownership 
restrictions contained in paragraph 2.7(b) (ii) has occurred or will occur, the General Partner shall make a 
determination with respect to the matter. Any such‘ determination shall be conclusive, final and binding except to 
the extent modified by any subsequent determination by the General Partner. 


Notwithstanding anything contained herein, in the event that the General Partner determines that a Person 
has become a Unitholder in contravention of Section 2.7(b) (ii), such Person shall be deemed to have ceased to be a 
Unitholder in respect of the Units held by him or her effective immediately prior to the date of contravention and 
shall not be entitled to any distributions of Distributable Cash and such Units shall be deemed not to be outstanding 
until acquired by a Person who complies with Section 2.7(b) (ii); provided that other holders of Units shall not be 
entitled to any portion of Distributable Cash paid in respect of Units that have been so deemed not to be 
outstanding. 


2.10 Limitation on Authority of Limited Partners 


No Limited Partner shall, except in his or her capacity as an officer, director, agent or employee of the 
General Partner or an Affiliate thereof (and then only in connection with Sections 2.10(a) through (d): 


(a) take part in the administration, control, management or operation of the business of the Partnership or 
exercise any power in connection therewith or transact business on behalf of the Partnership; 


(b) execute any document which binds or purports to bind any other Partner or the Partnership; 
(c) hold himself or herself out as having the power or authority to bind any other Partner or the Partnership; 


(d) have any authority or power to act for or undertake any obligation or responsibility on behalf of any 
other Partner or the Partnership; 

(e) bring any action for partition or sale or otherwise in connection with the Partnership or any interest in 
any property of the Partnership, whether real or personal, tangible or intangible, or file or register or 
permit to be filed, registered or remain undischarged any lien or charge in respect of any property of the 
Partnership; or 

(f) compel or seek a partition, judicial or otherwise, of any of the assets of the Partnership distributed or to 
be distributed to the Partners in kind in accordance with this Agreement. 


Notwithstanding the foregoing, the General Partner and holders of Class B Units, in respect of their 
respective ownership of Units, shall not be subject to the restrictions that otherwise apply to Limited Partners. 


2.11 Power of Attorney 

Each Unitholder hereby irrevocably nominates, constitutes and appoints the General Partner, with full power 
of substitution, as the Unitholder’s agent and true and lawful attorney to act on the Unitholder’s behalf with full 
power and authority in the Unitholder’s name, place and stead to execute and record or file as and where required 
and where applicable: 

(a) this Agreement, any amendment to this Agreement and any other instruments or documents required to 
continue and keep in good standing the Partnership as a limited partnership under the Act, or otherwise 
to comply with the laws of any jurisdiction in which the Partnership may carry on business or own or 
lease property in order to maintain the limited liability of the Limited Partners and to comply with the 
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applicable laws of such jurisdiction (including such amendments to the Certificate or the Register as 
may be necessary to reflect the admission to the Partnership of subscribers for or transferees of Units as 
contemplated by this Agreement); 


(b) all instruments and any amendments to the Certificate necessary to reflect any amendment to this 
Agreement; 


(c) any instrument required in connection with the dissolution and termination of the Partnership in 
accordance with the provisions of this Agreement, including any elections, determinations or 
designations under the Tax Act and under any similar legislation; 


(d) the documents necessary to be filed with the appropriate governmental body or authority in connection 
with the business, property, assets and undertaking of the Partnership; 


(e) such documents as may be necessary to give effect to the business of the Partnership as described in 
Section 2.3; 


(f) the documents on the Unitholder’s behalf and in the Unitholder’s name as may be necessary to give 
effect to the sale or assignment of a Unit (including a sale of Units pursuant to Section 2.9 or 
Section 4.8) or to give effect to the admission of a subscriber or transferee of Units to the Partnership; 


(g) any election, determination, designation, information return or similar document or instrument as may 
be required at any time under the Tax Act or under any other taxation legislation or laws of like import 
of Canada or of any province, territory or jurisdiction which relates to the affairs of the Partnership or 
the interest of any Person in the Partnership; 


(h) documents required to transfer Units of a Limited Partner who is a Dissenting Unitholder, as provided 
in Section 3.22(g); and 


(i) all other instruments and documents on the Unitholder’s behalf and in the Unitholder’s name or in the 
name of the Partnership as may be deemed necessary by the General Partner to carry out fully this 
Agreement in accordance with its terms. 


To evidence the foregoing, each Subscription Form shall contain a power of attorney incorporating by 
reference, ratifying and confirming some or all of the powers set forth above. 


The power of attorney granted herein is irrevocable, is a power coupled with an interest, shall survive the 
death or disability of a Unitholder and shall survive the transfer or assignment by the Unitholder, to the extent of the 
obligations of a Unitholder hereunder, of the whole or any part of the interest of the Unitholder in the Partnership, 
extends to the heirs, executors, administrators, other legal representatives and successors, transferees and assigns of 
the Unitholder, and may be exercised by the General Partner on behalf of each Unitholder in executing any 
instrument by a facsimile signature or by listing all the Unitholders and executing such instrument with a single 
signature as attorney and agent for all of them. Each Unitholder agrees to be bound by any representations or 
actions made or taken by the General Partner pursuant to this power of attorney and hereby waives any and all 
defences which may be available to contest, negate or disaffirm the action of the General Partner taken in good faith 
under this power of attorney. In accordance with the Powers of Attorney Act (Alberta), the Powers of Attorney Act 
(Ontario), the Power of Attorney Act (British Columbia), The Powers of Attorney Act, 1996 (Saskatchewan), The 
Powers of Attorney and Mental Health Amendment Act (Manitoba), the Powers of Attorney Act (Nova Scotia), the 
Powers of Attorney Act (Prince Edward Island) and the Enduring Powers of Attorney Act (Newfoundland), each 
Unitholder declares that these powers of attorney may be exercised during any legal incapacity or mental infirmity 
on the Unitholder’s part. The General Partner may require, in connection with the subscription for, or any transfer 
of, Units, that the Subscription Form or other instrument, if any, be accompanied by the explanatory notes set out in 
the Powers of Attorney Act (Alberta) and a certificate of legal advice signed by a lawyer who is not the attorney or 
the attorney’s spouse, or that the execution of the Subscription Form or Transfer Form be witnessed as required by 
The Powers of Attorney and Mental Health Amendment Act (Manitoba). 


This power of attorney shall continue in respect of the General Partner so long as it is the general partner of 
the Partnership, and shall terminate thereafter, but shall continue in respect of a new general partner as if the new 
general partner were the original attorney. 


A-15 


A transferee of a Unit shall, upon becoming a Unitholder, be conclusively deemed to have acknowledged and 
agreed to be bound by the provisions of this Agreement as a Unitholder and shall be conclusively deemed to have 
provided the General Partner with the power of attorney described in this Section 2.11. 


2.12 Limited Liability of Limited Partners 


Subject to the provisions of the Act and of similar legislation in other jurisdictions, the liability of each 
Limited Partner for the debts, liabilities and obligations of the Partnership shall be limited to the Limited Partner’s 
Capital Contribution, plus the Limited Partner’s pro rata share of any undistributed income of the Partnership. 
Where Limited Partners have received the return of all or part of their Capital Contribution, except where the 
Capital Contribution is reduced in accordance with Section 7.2 hereof, or where the Partnership is dissolved, the 
Limited Partners shall be liable to the Partnership’s creditors for any amount, not in excess of the amount returned 
with interest, necessary to discharge the liabilities of the Partnership to all creditors who extended credit or whose 
claims otherwise arose before the return of the Capital Contribution. Following payment of a Capital Contribution 
with interest, a Limited Partner shall not be liable for any further claims or assessments or be required to make 
further contributions to the Partnership. 


2.13 Indemnity of Limited Partners 


The General Partner will indemnify and hold harmless each Limited Partner (including former Limited 
Partners) for all costs, expenses, damages or liabilities suffered or incurred by the Limited Partner if the limited 
liability of such Limited Partner is lost for or by reason of the negligence of the General Partner in performing its 
duties and obligations hereunder. 


2.14 Compliance with Laws 


Each Unitholder will, on the request of the General Partner from time to time, immediately execute any 
documents considered by the General Partner to be necessary to comply with any applicable law or regulation of any 
jurisdiction, for the continuation, operation or good standing of the Partnership. 


2.15 Other Activities of General Partner 


Affiliates of the General Partner (including Koch) may engage in businesses, ventures, investments and 
activities which may be similar to or competitive with those in which the Partnership is or might be engaged and 
neither the General Partner nor any such Affiliate shall be required to offer or make available to the Partnership any 
other business or investment opportunity which the General Partner or any such Affiliate may acquire or be engaged 
in for its own account, except as expressly contemplated herein or in the Non-Competition Agreement. It shall not 
be a breach of the fiduciary duty owed by the General Partner to the Partnership if the General Partner or an 
Affiliate thereof takes advantage of any opportunity in preference to the Partnership, except as expressly 
contemplated herein and in the Non-Competition Agreement. 


2.16 General Partner May Hold Units 


The General Partner may subscribe for and acquire Units or purchase Units by private contract or in the 
market and shall be shown on the Register as a Unitholder in respect of the number of Units held by the General 
Partner from time to time. It is acknowledged that the General Partner will purchase Class B Units from the 


Partnership pursuant to the Asset Purchase Agreement. 


2.17 General Partner as a Unitholder 


If the General Partner holds any Units, it shall be deemed in its capacity as the holder of such Units to be a 
Unitholder with the same rights and powers and subject to the same restrictions as each other Unitholder. 


ARTICLE 3 


UNITS 


3.1 Authorized Units 
The Partnership is authorized to issue an unlimited number of Class A Units and an unlimited number of 
Class B Units with the rights, privileges, restrictions and conditions referred to herein. Except as otherwise provided 
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in this Agreement, no Unitholder will, in respect of any Unit held by such Unitholder, have any preference, priority 
or right in any circumstance over any other Unitholder in respect of any Unit held by any other Unitholder. 


3.2 Certain Features of Class B Units 


Holders of Class B Units will not be limited partners of the Partnership and will accordingly not have the 
benefit of limited liability. Holders of Class B Units will have unlimited liability for the debts, liabilities and 
obligations of the Partnership. 


Class B Units may only be issued to Koch. Class B Units will be automatically converted into Class A Units, 
on the basis of one Class A Unit for each Class B Unit immediately following the time such Class B Units cease to 
be held by Koch subject, in the case of a transfer of Class B Units to a successor general partner of the Partnership, 
to the requirement that the successor general partner shall hold Class B Units representing not less than 0.1% of the 
total number of Units outstanding. The Class B Units will also be convertible into Class A Units on the same basis 
as set forth above at the option of Koch in the event Koch Pipelines Canada Ltd. or its Affiliate ceases to be general 
partner of the Partnership. Upon such conversion, which shall be effected by delivery of a notice in writing to the 
General Partner indicating the number of Class B Units to be converted and accompanied by the Unit Certificate 
for such Class B Units, the holder of a Unit Certificate representing Class B Units shall be entitled to a new Unit 
Certificate representing the number of Class A Units into which such Class B Units have been converted, and a new 
certificate representing any Class B Units not so converted. 


3.3. Terms of Offering (s) 


The General Partner may, in its discretion, determine the terms and conditions of the offering and sale of the 
Units from time to time hereafter and may do all things in that regard including preparing and filing prospectuses, 
offering memoranda and other documents, paying the expenses of issue and entering into agreements with any 
Person providing for a commission or fee. For greater certainty, the General Partner may take all steps necessary to 
give effect to the Offering, including filing the Prospectus, entering into the Underwriting Agreement on behalf of 
the Partnership, issuing Class A Units pursuant to the Underwriting Agreement and issuing Class B Units in 
accordance with the Asset Purchase Agreement. 


Any issue of Units shall be first offered to the General Partner which may acquire or cause an Affiliate to 
acquire the Units to which the General Partner is entitled, as nearly may be in proportion to the number of Units 
held, directly or indirectly, by the General Partner and its Affiliates at the date of the issue. 


3.4 Subscription for Units 


No subscription may be made or shall be accepted for a fraction of a Unit. In connection with an offering 
under a prospectus (including the Prospectus), each subscribing Person (who may be underwriters who have agreed 
to underwrite the offering) shall complete and execute the applicable Subscription Form setting forth, among other 
things, the total subscription price for the Units subscribed for, which subscription price shall be such Person’s 
agreed upon Capital Contribution. 


The subscription price for the Class A Units pursuant to the Offering shall be determined by negotiation 
among Koch, the General Partner and the Underwriters and shall be as provided in the Underwriting Agreement. 
The subscription price for the Class B Units pursuant to the Asset Purchase Agreement shall be as set forth in such 
agreement. Thereafter, the subscription price for any issuance of Units will be determined by the General Partner, 
acting alone or in consultation with other Persons (who may include Koch). 


3.5. Acceptance of Subscription Form by General Partner 


The General Partner shall have the right, in its sole discretion, to refuse to accept a Subscription Form. The 
General Partner shall also have the right to reject Subscription Forms submitted by a subscriber who is not an 
Eligible Investor, and the General Partner may require subscribers to provide evidence satisfactory to it that such 
subscribers, or Persons who will have a beneficial interest in Units being subscribed for, are Eligible Investors. If, for 
any reason, a Subscription Form is not accepted, the General Partner shall forthwith redeliver to the subscriber the 


Subscription Form and any subscription monies or cheques representing subscription monies for such Units without 
interest or deduction. 


A-17 


3.6 Admittance as Unitholder 


Upon acceptance by the General Partner of any Subscription Form, all Partners will be deemed to consent to 
the admission of the subscriber as a Unitholder, the General Partner will execute this Agreement on behalf of the 
subscriber and will cause the Register and the Certificate to be amended, and such other documents as may be 
required by the Act or under legislation similar to the Act in other provinces or the territories to be filed or amended, 
specifying the prescribed information and will cause the foregoing information in respect of the new Unitholder to 
be included in the Partnership’s books and records. 


3.7. Payment of Expenses 


The Partnership will pay, to the extent contemplated by any prospectus (including the Prospectus) or other 
offering document, all costs, disbursements and other fees and expenses incurred in connection with the offering of 
Units pursuant to such prospectus or other offering document, the organization of the Partnership and the 
registration of the Partnership under the Act and under similar legislation of other jurisdictions. Such costs may 
include underwriting or agency fees, including the fees to be paid to the Underwriters under the Underwriting 
Agreement. 


3.8 Effective Date 


The rights and obligations of a subscriber for, or a transferee of, Units, as a Unitholder, under this 
Agreement, commence and are enforceable by and upon the Unitholder as between the Unitholder and the other 
Partners from the date on which both the Register and the Certificate have been amended to reflect such 
subscription or transfer as it is necessary that the Certificate be amended under the Act adding such Unitholder as a 
Unitholder of the Partnership, a subscriber or a transferee will not become a Unitholder until the Certificate is 
amended. 


3.9 Register of Unitholders 


The Registrar and Transfer Agent shall maintain at each office at which transfers may be recorded, a 
Register listing all names and addresses of registered Unitholders and the number of Units held by them. 


3.10 | Changes in Membership of Partnership 


Subject to Section 3.17, no change of name or address of a Unitholder, no transfer of a Unit and no 
admission of a substituted Unitholder in the Partnership shall be effective for the purposes of this Agreement until 
all reasonable requirements as determined by the General Partner with respect thereto have been met, including the 
requirements set out in this Article, and until such change, transfer, substitution or addition is duly reflected in an 
amendment to the Register and in an amendment to the Certificate as may be required by the Act. The names and 
addresses of the Unitholders as reflected from time to time in the Certificate, as from time to time amended, shall 
be conclusive as to such facts for all purposes of the Partnership. 


3.11 Notice of Change 


No name or address of a Unitholder shall be changed and no transfer of a Unit or substitution or addition of 
a Unitholder in the Partnership shall be recorded on the Register or reflected in an amendment to the Certificate 
except pursuant to a notice in writing received by the General Partner or the Register and Transfer Agent. 


3.12 Inspection of Record 


A Unitholder, or an agent of a Unitholder duly authorized in writing, has the right to inspect and make 
copies from the Register at the cost of the Unitholder during normal business hours. 


3.13 Transfer of Units 


Subject to the provisions of this Section 3.13 and Sections 2.7(b), 3.10, 3.11, 3.14, 3.15, 3.16, 3.17, 3.18, 3.19 
and 3.20 and compliance with applicable securities laws and the payment by the transferee of an administration fee, 
if any, of up to $100, Units may be transferred by a Unitholder or the Unitholder’s agent duly authorized in writing 
to any Person, but such Person shall not be recorded on the Register as the holder of Units nor, if such Person is not 
a Unitholder, be entitled to become a Unitholder and thereby reflected in an amendment to the Certificate, unless 
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such Person has delivered to the General Partner or to the Registrar and Transfer Agent a Transfer Form completed 
and executed in a manner acceptable to the General Partner. 


The General Partner has the right to deny the transfer of Units in respect of which there has been default in 
payment of the subscription price until all amounts required to be paid on account of the subscription price, 
including any interest thereon, have been paid in full. The General Partner will deny the transfer of the Units to a 
Person who is not an Eligible Investor. No transferee will become a Unitholder until all filings and recordings 
required by the Act and this Agreement have been duly made. Where the transferee complies with the provisions 
aforesaid and is entitled to become a Unitholder pursuant to the provisions hereof, subject to Section 3.10, the 
General Partner shall be authorized to admit the transferee to the Partnership as a Unitholder and the Unitholders 
hereby consent to the admission of, and will admit, the transferee to the Partnership as a Unitholder, without further 
act of the Unitholders (other than as may be required by law). 


3.14 Transfer Form 


The Transfer Form shall be in the form of Schedule 1 or other form approved by the General Partner and shall 
be signed by the transferor (whose endorsement thereon shall be guaranteed by a Canadian chartered bank, a trust 
company qualified to carry on business in a Province of Canada, a member of The Investment Dealers Association 
of Canada or a member of the Toronto or Alberta stock exchanges) and by the transferee (whose endorsement shall 
also be guaranteed) and shall be accompanied by the Unit Certificate(s) if any, issued by the Partnership 
representing the Units to be transferred. 


3.15 Documentation on Transfer 


If a transferor of Units is a firm or a corporation, or purports to assign such Units in any representative capacity, 
or if an assignment results from the death, mental incapacity or bankruptcy of a Unitholder or is otherwise 
involuntary, the transferor or the transferor’s legal representative shall furnish to the General Partner (or to the 
Registrar and Transfer Agent on its behalf) such documents, certificates, assurances, court orders and other 
instruments as the General Partner or the Registrar and Transfer Agent, as applicable, may reasonably require to 
effect the said transfer and assignment. 


3.16 Amendment of Certificate and Register 


The General Partner, on behalf of the Partnership, shall from time to time and, in any event, or shall cause 
the Registrar and Transfer Agent, as applicable, to promptly effect filings, recordings, registrations and amendments 
to the Register and the Certificate and to such other documents and at such places as in the opinion of counsel to 
the Partnership are necessary or advisable to reflect changes in the membership of the Partnership, transfers of 
Units and dissolution of the Partnership as herein provided and to constitute a transferee as a Unitholder. The 
General Partner shall cause the Certificate to be amended as at the end of each calendar quarter, if necessary, to 
reflect changes in Unitholders during the course of such quarter or, in the event that there is an increase in the 
frequency of distributions of Distributable Cash, at the end of each period for which Distributable Cash is 
determined. 


3.17 Non-Recognition of Trusts or Beneficial Interests 


Except as provided herein, as required by law or as recognized by the General Partner in its sole discretion, 
no Person will be recognized by the Partnership or a Unitholder as holding any Unit in trust, or on behalf of another 
Person with the beneficial interest therein, and the Partnership and Unitholders will not be bound or compelled in 
any way to recognize (even when having actual notice) any equitable, contingent, future or partial interest in any 
Unit or in any fractional part of a Unit or any other rights in respect of any Unit except an absolute right to the 
entirety of the Unit in the Unitholder shown on the Certificate as holder of such Unit. 


3.18 Incapacity, Death, Insolvency or Bankruptcy 


Where a Person becomes entitled to Units on the incapacity, death, insolvency, or bankruptcy of a 
Unitholder, or otherwise by operation of law, in addition to the requirements of Sections 2.7(b), 3.10, 3.11, 3.13, 
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3.14 and 3.15 such entitlement will not be recognized or entered into the Register and recorded in a Certificate until 
such Person: 


(a) has produced evidence satisfactory to the General Partner (or the Registrar and Transfer Agent on its 
behalf) of such entitlement; 


(b) has agreed in writing to be bound by the terms of this Agreement and to assume the obligations of a 
Unitholder under this Agreement; and 


(c) has delivered such other evidence, approvals and consents in respect to such entitlement as the General 
Partner (or the Registrar or Transfer Agent on its behalf) may require or as may be required by law or 
by this Agreement. 


3.19 No Transfer of Fractions 


No transfer of a fraction of a Unit may be made or will be recognized or entered into or recorded in the 
Register or recorded in a Certificate. 


3.20 No Transfer upon Dissolution 


No transfer of Units may be made or will be recognized or entered into or recorded in the Register or 
recorded in a Certificate after the occurrence of any of the events set forth in Section 13.1. 


3.21 Unit Certificates 


The General Partner shall issue to each Unitholder, upon request, a Unit Certificate indicating that the 
holder thereof is the owner of the number of Units set out thereon. Every Unit Certificate must be signed by a least 
one officer or director of the General Partner, and by at least one authorized signing officer of the Registrar and 
Transfer Agent, but any signature other than that of the authorized signing officer of the Registrar and Transfer 
Agent appearing thereon may be mechanically reproduced, and the validity of a Unit Certificate will not be affected 
by the circumstance that a person whose signature is so reproduced is deceased or no longer holds the office which 
he or she held when the reproduction of his or her signature in that office was authorized. A Unit Certificate may be 
sent through the mail by registered prepaid mail or delivered to a dealer acting on behalf of the Unitholder and none 
of the General Partner, the Partnership or the Registrar and Transfer Agent will be liable for any loss by a 
Unitholder that results from the loss of a Unit Certificate by reason that it is so sent. If any Unit Certificate is lost, 
mutilated, stolen or destroyed, the Registrar and Transfer Agent shall, upon request by a Unitholder, issue a 
replacement Unit Certificate to the Unitholder upon receipt of evidence satisfactory to the Registrar and Transfer 
Agent of such loss, mutilation or destruction, and upon receiving such indemnification (including an indemnity bond 
provided at the expense of the Unitholder) as it deems appropriate in the circumstances. The General Partner upon 
request by the transferee, shall issue a new Unit Certificate for any Units transferred in accordance with the terms of 
this Agreement. In the case of a transfer of less than all of the Units represented by a Unit Certificate, the General 
Partner, upon request by the transferor, shall issue a new Unit Certificate for the balance of the Units retained by 


the transferor. 


3.22 Offers for Class A Units 


(a) In this Section 3.22: 
(i) “Dissenting Unitholder” means a Unitholder who does not accept an Offer referred to in Section 
3.22(b); 


(ii) “Offer” means an offer to acquire outstanding Class A Units, where, as of the date of the offer to 
acquire, the Class A Units that are subject to the offer to acquire, together with the Offeror’s Units, 
constitute in the aggregate 20% or more of all outstanding Class A Units; 


(iii) “offer to acquire” includes an acceptance of an offer to sell; 


(iv) “Offeror” means a Person, or two or more Persons acting jointly or in concert, who make an offer to 
acquire Class A Units; 


(v) “Offeror’s Notice” means the notice described in Section 3.22(c); 
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(vi) “Offeror’s Units” means Class A Units beneficially owned, or over which control or direction is 
exercised, on the date of an Offer by the Offeror, any Affiliate or Associate of the Offeror or any 
Person acting jointly or in concert with the Offeror; and 


(vii) “Unitholder” means a holder of Class A Units. 


(b) If an Offer for all of the outstanding Class A Units (other than Class A Units held by or on behalf of the 


Offeror or an Affiliate of the Offeror) is made and: 


(i) within the time provided in the Offer for its acceptance or within 45 days after the date the Offer is 
made, whichever period is the shorter, the number of Units held by the Offeror, together with the 
number of Class A Units held by Unitholders who have accepted the Offer, is equal to at least 90% 
of the outstanding Units; 


(ii) the Offeror is bound to take up and pay for, or has taken up and paid for the Class A Units of the 
Unitholders who accepted the Offer; and 


(iii) the Offeror complies with Sections 3.22(c) and (e); 


the Offeror is entitled to acquire, and the Dissenting Unitholders are required to sell to the Offeror, the Class A 
Units held by the Dissenting Unitholders for the same consideration per Unit payable or paid, as the case may be, 
under the Offer. 


(c) Where an Offeror is entitled to acquire Class A Units held by Dissenting Unitholders pursuant to 


(d 


) 


(e) 


(f) 


(g 


— 


Section 3.22(b), and the Offeror wishes to exercise such right, the Offeror shall send by registered mail 
within 30 days after the date of expiry of the Offer a notice (the “Offeror’s Notice”) to each Dissenting 
Unitholder stating that: 


(i) the number of Units held by the Offeror, together with the number of Class A Units held by 
Unitholders who have accepted the Offer, is equal to at least 90% of the outstanding Units; 


(ii) the Offeror is bound to take up and pay for, or has taken up and paid for, the Class A Units of the 
Unitholders who accepted the Offer; 


(iii) Dissenting Unitholders must transfer their respective Units to the Offeror on the terms on which 
the Offeror acquired the Units of the Unitholders who accepted the Offer within 21 days after the 
date of the sending of the Offeror’s Notice; and 


(iv) Dissenting Unitholders must send their respective Unit Certificate(s) for Class A Units to the 
General Partner within 21 days after the date of the sending of the Offeror’s Notice. 


A Dissenting Unitholder to whom an Offeror’s Notice is sent pursuant to Section 3.22(c) shall, within 
21 days after the sending of the Offeror’s Notice, send his or her Unit Certificate(s) for Class A Units 
to the General Partner, duly endorsed for transfer with signature guaranteed as provided in Section 3.14. 


Within 21 days after the Offeror sends an Offeror’s Notice pursuant to Section 3.22(c), the Offeror 
shall pay or transfer to the General Partner, or to such other Person as the General Partner may direct, 
the cash or other consideration that is payable to Dissenting Unitholders pursuant to Section 3.22(b). 


The General Partner, or the Person directed by the General Partner, shall hold in trust for the 
Dissenting Unitholders the cash or other consideration it receives under Section 3.22(e). The General 
Partner, or such Person, shall deposit cash in a separate account in a Canadian chartered bank and shall 
place other consideration in the custody of a Canadian chartered bank or similar institution for 
safekeeping. 


Within 30 days after the date of the sending of an Offeror’s Notice pursuant to Section 3.22(c), the 
General Partner, if the Offeror has complied with Section 3.22(e), shall: 


(i) do all acts and things and execute and cause to be executed all instruments as in the General 
Partner’s opinion may be necessary or desirable to cause the transfer of the Class A Units of the 
Dissenting Unitholders to the Offeror, 


(ii) send to each Dissenting Unitholder who has complied with Section 3.22(d) the consideration to 
which such Dissenting Unitholder is entitled under this Section 3.22; 
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(iii) 1a to each Dissenting Unitholder who has not complied with Section 3.22(d) a notice stating 
that: 


(A) the Dissenting Unitholder’s Class A Units have been transferred to the Offeror; 


(B) the General Partner or some other Person designated in such notice is holding in trust the 
consideration for the transfer of such Class A Units to the Offeror; and 


(C) the General Partner, or such other Person, will send the consideration to such Dissenting 
Unitholder as soon as practicable after receiving Unit Certificate(s) from such Dissenting 
Unitholders or such other documents as the General Partner, or such other Person may 
require in lieu thereof; 


and the General Partner is hereby appointed the agent and attorney of the Dissenting Unitholders 
for the purposes of giving effect to the foregoing provisions. 


(h) An Offeror shall not be entitled to rely on the provisions of this Section 3.22 unless, concurrent with the 
communication of the Offer to any Unitholder, a copy of the Offer is provided to the General Partner. 


ARTICLE 4 
CAPITAL CONTRIBUTIONS AND ACCOUNTS 
4.1 Capital 


The capital of the Partnership consists of the aggregate of all sums of money or other property contributed by 
the Partners and not returned to them. 


4.2 General Partner Contribution 


The General Partner is not required to make a Capital Contribution to the capital of the Partnership, 
provided that from and after closing of the Offering, the General Partner shall be required to own that number of 
Class B Units that represent at least 0.1% of the outstanding Units. 


4,3 Initial Limited Partner Contribution 


The Initial Limited Partner has contributed the sum of $10 as a Capital Contribution to the Partnership in 
exchange for one (1) Class A Unit, which Unit will be repurchased by the Partnership upon Closing and thereafter 
cancelled. The General Partner confirms that the Initial Limited Partner need not provide a Subscription Form in 
connection with such acquisition of Class A Units. 


4.4 Unitholder Contributions 


The Capital Contribution of each Unitholder is the subscription price for Class A Units or Class B Units, as 
applicable, paid by the Unitholder. In respect of the Class A Units offered under the Prospectus, it is acknowledged 
that the Capital Contribution shall consist of the aggregate of: (a) $6.00, payable on closing of the Offering; and 
(b) $4.00, which is due and payable to the Partnership at any office where the Registrar and Transfer Agent 
maintains a Register and at any time on or before 5:00 p.m. local time at the place of payment on the date 


one (1) year following closing of the Offering. 


4.5 Separate Capital Accounts 


Each Partner shall have a separate capital account (any balance of which will not represent the Capital 
Contribution of the Partner) which will, on receipt of an amount in respect of a Capital Contribution, be credited 
with such Capital Contribution and which will be debited with the amount of any Capital Contribution withdrawn or 
returned from time to time by the Partnership to the Partner. Upon any conversion of Class B Units into Class A 
Units as provided for in Section 3.2, the capital account of the former holder of the Class B Units in respect of such 
Class B Units shall be equal to the capital account maintained in respect of the Class A Units resulting from such 
conversion. 

The interest of a Partner will not terminate by reason of there being a negative or nil balance in the Partner’s 
capital account. No Unitholder shall be responsible for any losses of any other Unitholder, nor share in the 
allocation of Distributable Cash, income or loss attributable to the Units of any other Unitholder. 
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4.6 No Interest on Capital Account 


The Partnership will not pay interest on any credit balance of the capital account of a Partner. Except as 
provided in this Agreement or the Act or similar applicable legislation in Canada, no Unitholder is required to pay 
interest to the Partnership on any Capital Contribution returned to the Limited Partner or on any negative balance 
in the Unitholder’s capital account. 


4.7 Unpaid Capital Contributions 


Subject, in the case of the Class A Units offered under the Prospectus, to the provisions of the Instalment 
Receipt Agreement (as defined in the Prospectus), if any portion of the Capital Contribution for a Unit or Units is 
unpaid when due and owing, the General Partner will give 15 days’ notice or such other notice as required by 
applicable law to the holder of such Unit or Units to pay such amount as remains unpaid on account of the Capital 
Contribution and if such amount is not paid within such notice period, the unpaid portion of the Capital 
Contribution of such Unit or Units and of every other Unit held by such holder will be immediately due and owing 
and the General Partner may commence foreclosure proceedings in compliance with applicable laws in respect of all 
such Units or the General Partner may sell such Units in accordance with this Article 4 and applicable laws. 


Notwithstanding Article 12 hereof, notice given under this Section 4.7 shall be given by registered mail and 
shall be deemed to be received and shall be effective on the third business day following deposit of such notice in 
the mail. © 


4.8 Sale of Units in Default 


Subject to compliance with applicable laws, the General Partner may, on behalf of the Partnership, sell on 
such terms and conditions as the General Partner deems appropriate, any Unit in respect of which payment of 
Capital Contribution is in default and in respect of which 15 days have elapsed since the effective date of the notice 
given by the General Partner pursuant to Section 4.7 and apply the proceeds of sale: 


(a) first, toward the costs of sale (including commissions, if any); 
(b) second, toward payment of interest on the unpaid portion of the Capital Contribution; and 
(c) third, toward payment of the unpaid portion of the Capital Contribution. 

Any surplus will be payable to the former holder of such Units. 


4.9 Failure to Give Notice 


Any failure to give, or delay in giving, notice of default to a Unitholder will not affect the liability of such 
Unitholder for payment of the Capital Contribution of the Unit in default or for payment of the Capital 
Contribution for any other Unit held by such holder. 


4.10 Restriction on Transfer 


If a Unitholder is in default in payment of the Capital Contribution, the Unit in respect of which payment is 
in default and any other Unit held by such Unitholder may not thereafter be transferred (except pursuant to 
Sections 4.7 and 4.8) until the portion of the Capital Contribution which is due and owing and any interest accrued 
in respect of that Unit has been paid in full. 


4.11 Interest on Amounts in Default 


A Unitholder liable for a portion of the Capital Contribution for Units which is not paid when due and owing 
is liable, in addition, to pay interest on so much of the Capital Contribution as from time to time remains unpaid, 
accruing from the due date to the date of payment at an annual rate of interest equal to the rate announced from 
time to time by a Canadian chartered bank selected by the General Partner as its reference rate for determining the 
interest rates charged by it on Canadian dollar commercial loans to its most creditworthy customers prevailing from 
time to time while the Capital Contribution is unpaid, plus 6%, calculated and compounded monthly. All payments 
on account of a Capital Contribution which is due and owing or interest thereon, however directed, will be applied 
first towards the cost of the General Partner in collecting such amounts or selling the Units, secondly towards 
interest and thirdly towards satisfaction of the unpaid portion of the Capital Contribution. 
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4.12 Set-Off 


The Partnership may set-off against and withhold from any amount that would otherwise be distributed to a 


Partner, any amount that may be due and owing to the Partnership on account of any unpaid portion of the Capital 
Contribution of such Partner and interest accrued thereon. 


4.13 Liability for Deficiency 


The sale of a Unit pursuant to Section 4.8 and the application of the proceeds as therein provided will not, if a 
deficiency remains after the sale, extinguish the liability of the former holder of such Unit for any amount that may 
remain unsatisfied or for the interest which will continue to accrue thereon. 


ARTICLE 5 
PARTICIPATION IN PROFITS AND LOSSES 
5.1 Allocation of Income and Loss 


The net income or loss of the Partnership for accounting purposes for the fiscal period from the date of the 
formation of the Partnership to the day of closing of the Offering, after deducting the amounts referred to in the first 
paragraph of Section 6.1, shall be allocated among the Partners as follows: 


(a) the General Partner shall be allocated 99.99% of the net income or loss of the Partnership; and 
(b) the balance of the net income or loss shall be allocated to the Initial Limited Partner. 


On the day of closing of the Offering, the entitlement of the General Partner to an allocation of 99.99% of the 
income or loss of the Partnership shall terminate, in consideration of the amount of $100 to be paid by the 
Partnership to the General Partner. 


From and after the day of closing of the Offering, the income for tax purposes of the Partnership for a given fiscal 
year of the Partnership will be allocated to each Unitholder in an amount calculated by multiplying such income by 
a fraction, the numerator of which is the sum of the cash distributions received by such Unitholder with respect to 
such fiscal year and the denominator of which is the aggregate amount of the cash distributions made by the 
Partnership with respect to such fiscal year. 


If, with respect to a given fiscal year no cash distribution is made by the Partnership to its Partners or the 
Partnership has a loss for tax purposes, one quarter of the income, or loss, as the case may be, for tax purposes of the 
Partnership for such fiscal year will be allocated to the Partners of record at the end of each calendar quarter ending 
in such fiscal year, in the proportion that the number of Units held at each such date by a Unitholder is of the total 
number of Units issued and outstanding at each such date provided that with respect to the first fiscal year of the 
Partnership no amounts will be allocated to Partners of record as of the calendar quarters ending prior to the Closing 
Date and the denominator of the fraction one quarter as referred to above will be that number of calendar quarters 
in that first fiscal period ending after the Closing Date. 

The amount of income or loss allocated to a Unitholder may exceed or be less than the amount of cash 
distributed to such Unitholder. 


Any other amounts allocable for purposes of the Tax Act will be allocated to each Partner of record as at the 
end of each quarter in the proportion that the number of Units held by a Partner is of the total number of Units 


issued and outstanding at such date. 


5.2 Distributable Cash 

For the period from the date of formation of the Partnership to the day of closing of the Offering, the General 
Partner shall distribute to the General Partner and to the Initial Limited Partner in the same proportions as the 
allocation required by Section 5.1, the amount of all Distributable Cash in respect of that period. Such distribution 
will be made on or before the end of the month following the month in which the day of closing of the Offering 


occurs. 
In respect of calendar quarters ending March, June, September and December in each year (each a 
“calender quarter”) commencing from and after the day of closing of the Offering, the General Partner will 
distribute to Unitholders whose names appear on the Certificate filed under the Act effective on the last day of the 
applicable calendar quarter, in proportion to the number of Units held by them as indicated on the Certificate, the 
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Distributable Cash determined in respect of that calendar quarter (Unitholders of record as at December 31, 1997 
will only be entitled to receive Distributable Cash in respect of the period from the day of closing of the Offering to 
December 31, 1997). Such Distributable Cash will only be distributed to the extent that the Partnership has cash 
available for such payment (thereby excluding cash withheld as a reserve). The payment date for Distributable 
Cash to be distributed in respect of a calendar quarter shall be on or before 30 days after the end of such calendar 
quarter. 


All amounts to be included in the computation of Distributable Cash shall be determined in accordance with 
generally accepted accounting principles in Canada as applied by the Partnership in the preparation of its financial 
statements. In the event of any uncertainty over the application of such principles in determining amounts to be 
included in the computation of Distributable Cash, the auditors of the Partnership will make such determinations as 
may be required. 


5.3 Repayments 


If, as determined by the General Partner, it appears that any Partner has received an amount under this 
Article 5 which is in excess of that Partner’s entitlement, the Partner will, forthwith upon notice from the General 
Partner, reimburse the Partnership to the extent of the excess, and failing immediate reimbursement, the General 
Partner may withhold the amount of the excess (with interest at the rate referred to in Section 4.11 from time to 
time calculated and compounded monthly) from further distributions otherwise due the Partner. 


ARTICLE 6 
REIMBURSEMENT OF EXPENSES AND MANAGEMENT, INCENTIVE AND OTHER FEES 
6.1 Expenses of the Partnership 


The Partnership will reimburse the General Partner for all direct and indirect operating, general and 
administrative and other costs and expenses incurred on the Partnership’s behalf by the General Partner or in the 
performance of its duties hereunder (all of which costs and expenses shall be the Partnership’s responsibility). For 
greater certainty, such costs and expenses for which the General Partner is to be reimbursed include the 
Partnership’s direct and indirect operating, general and administrative, operating and other costs and expenses 
relating to the operation of the Pipeline Assets and any New Assets and earning revenues therefrom, including, 
without limitation, legal and audit fees, stock exchange listings fees, fees of the Registrar and Transfer Agent, 
Unitholder information costs, consulting and advisory fees incurred in connection with the Partnership’s business or 
the evaluation of investment opportunities by the Partnership, fees paid to third parties, including Koch, for services 
rendered to the General Partner or the Partnership (provided that fees paid to Koch pursuant to the Support 
Agreement and any fees paid to an Affiliate of any successor general partner for providing like services may not 
exceed the cost to Koch or such Affiliate, as the case may be, of providing such services), expenses associated with 
the issuance of Units and costs incurred by the Independent Directors of the General Partner in evaluating matters 
relating to the Partnership, including any director’s fees or incidental travel expenses paid to such Independent 
Directors. 


6.2 Management, Incentive and Other Fees 


(a) The General Partner shall be paid an annual base fee equal to 2.0% of the total Operating Cash for each 
Fiscal Year of the Partnership. The fee will be paid on the payment date for payment of Distributable 
Cash to Unitholders for the last calendar quarter of each Fiscal Year; 


(b) The General Partner shall be entitled to earn an annual incentive fee (the “Incentive Fee’) calculated 
as a percentage of the aggregate of (i) Distributable Cash during the first three calendar quarters of the 
Partnership in each Fiscal Year; and (ii) in respect of the last calendar quarter of each Fiscal Year, the 
amount that would constitute Distributable Cash but for the deduction of the Incentive Fee 
contemplated herein. The percentage of such aggregate amounts which will be payable as the Incentive 
Fee will be set forth and described in the final Prospectus. No Incentive Fee will be payable to the 
General Partner for the period from closing of the Offering to December 31, 1997. The Incentive Fee 
will be paid at the payment date for distribution of Distributable Cash for the last calendar quarter of 
each Fiscal Year. The Incentive Fee is in addition to reimbursement or compensation which the 
General Partner is entitled to pursuant to Article 6 or as a holder of Units. 
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(c) The General Partner shall be entitled to earn an acquisition fee equal to 1.0% of the purchase price of 
any New Assets acquired by the Partnership that do not constitute a Non-Qualifying Business or Non- 
Qualifying Assets but excluding the acquisition by the Partnership from Koch of any or all of Koch’s 
existing 50% interest in the “South Saskatchewan Pipeline” system and a disposition fee equal to 0.5% 
of the sale price of any assets sold by the Partnership (including, for greater certainty, Non-Qualifying 
Assets and assets that constitute a Non-Qualifying Business). For greater certainty, no acquisition fee 
will be payable in connection with the purchase of the Pipeline Assets by the Partnership. For the 
purposes of the calculation of fees payable pursuant to this paragraph (c) the purchase price or sale 
price payable pursuant to any acquisition or sale by the Partnership shall not include post-closing 
purchase price adjustments, taxes (including GST) or costs (including legal fees, brokerage fees and 
commissions, consulting fees and registration costs). 


(d) The Partnership will be responsible for the payment of any goods and service tax, if any, with respect to 
fees paid to the General Partner. 


ARTICLE 7 


WITHDRAWAL OF CAPITAL CONTRIBUTIONS 
WA Withdrawal 


No Unitholder has the right to withdraw any of the Unitholder’s Capital Contribution or other amount or to 
receive any cash or other distribution from the Partnership except as provided for in this Agreement and except as 
permitted by law. 


7.2 Return of Capital Contribution 


Subject to compliance with the Act, for calendar quarters commencing from and after the date of formation 
of the Partnership (or the portion thereof in respect of the period commencing the date of formation of the 
Partnership and ending December 31, 1997), all Distributable Cash and other cash distributed to Unitholders shall 
be and shall be deemed to be withdrawals of or returns of Capital Contributions to the applicable Unitholders until 
the Unitholders have received 99.9% of the original Capital Contribution applicable to each Unit, after which no 
further withdrawals or returns of capital shall be made until dissolution of the Partnership. Coincidentally with each 
withdrawal or return of Capital Contribution, the Certificate shall be amended to set forth such withdrawal or 
return. The General Partner and each of the Unitholders hereby consents to the withdrawal or return of Capital 
Contributions contemplated in this Section 7.2. 


ARTICLE 8 


Powers, DUTIES AND OBLIGATIONS OF GENERAL PARTNER 


8.1. Powers, Duties and Obligations 


(a) The General Partner has: 
(i) unlimited liability for the debts, liabilities and obligations of the Partnership, 


(ii) subject to the terms of this Agreement, and to any applicable limitations set forth in the Act and 
applicable similar legislation, the full and exclusive right, power and authority to manage, control, 
administer and operate the business and affairs and to make decisions regarding the undertaking and 


business of the Partnership; and 


(iii) the full and exclusive right, power and authority to do any act, take any proceeding, make any decision 
and execute and deliver any instrument, deed, agreement or document necessary for or incidental to 


carrying out the business of the Partnership. 
An action taken by the General Partner on behalf of the Partnership is deemed to be the act of the 
Partnership and binds the Partnership. 
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8.2 Specific Powers and Duties 


Without limiting the generality of Section 8.1 but subject to the limitations set forth in this Agreement, the 
General Partner will have full power and authority for and on behalf of and in the name of the Partnership to: 


(a) 


(b) 


(c) 


(d) 


(€) 


(f) 


(g) 


(h) 


(i) 


(j) 


(k) 


(1) 


negotiate, conclude, execute, carry out and perform all agreements which require execution by or on 
behalf of the Partnership involving matters or transactions with respect to the Partnership’s business 
(and such agreements may limit the liability of the Partnership to the assets of the Partnership, with the 
other party to have no recourse to the assets of the General Partner, even if the same results in the terms 
of the agreement being less favourable to the Partnership); 


open and manage bank accounts in the name of the Partnership and spend the capital of the Partnership 
in the exercise of any right or power exercisable by the General Partner hereunder; 


borrow money in the name of the Partnership from time to time, from the General Partner or its 
Affiliates including, without limitation, arranging for the credit facility as described in the Prospectus, or 
from financial institutions as the General Partner may determine without limitation with regard to 
amount, use, cost or conditions of reimbursement of such loan, other than limitations on the amount of 
borrowings as provided under Section 8.4, including the use of such borrowings to enable the General 
Partner to receive Incentive Fees or increased Incentive Fees, and it shall not constitute a breach of the 


_General Partner’s fiduciary duty to effect borrowings for such purpose; 


mortgage, charge, assign, hypothecate, pledge or otherwise create a security interest in all or any 
property of the Partnership now owned or hereafter acquired, to secure any present and future 
borrowings and related expenses of the Partnership and to sell all or any of such property pursuant to a 
foreclosure or other realization upon the foregoing encumbrances; 


establish cash reserves that are determined to be necessary or appropriate for the proper management 
and operation of the Partnership and the Pipeline Assets and New Assets, if any, including, but not 
limited to, cash reserves for future capital or maintenance expenditures, to fund the cost of 
abandonment of the Pipeline Assets and New Assets, if any, or other environmental obligations 
associated with the Pipeline Assets and New Assets, if any, to stabilize distributions of Distributable 
Cash, to reduce debt or as necessary to comply with the terms of any agreement or obligation of the 
Partnership; 


see to the sound management of the Partnership, and to manage, control and develop all the activities of 
the Partnership and take all measures necessary or appropriate for the business of the Partnership or 
ancillary thereto; 


acquire securities of entities engaged primarily in activities which are permitted activities for the 
Partnership as provided in Section 2.3; 


maintain, improve, expand, extend or change the Pipeline Assets and any other assets or undertaking 
from time to time of the Partnership; 


incur all costs and expenses in connection with the Partnership; 


employ, retain, engage or dismiss from employment, personnel, agents, representatives or professionals 
with the powers and duties upon the terms and for the compensation as in the discretion of the General 
Partner may be necessary or advisable in the carrying on of the business of the Partnership; 


engage agents, including Koch or any Associate of Koch, to assist the General Partner in carrying out its 
management obligations to the Partnership or subcontract administrative functions to Koch or any 
Associate of Koch; 


invest cash assets of the Partnership that are not immediately required for the business of the 
Partnership in investments which the General Partner considers appropriate; 


(m) act as attorney in fact or agent of the Partnership in disbursing and collecting monies for the 


(n) 


Partnership, paying debts and fulfilling the obligations of the Partnership and handling and settling any 
claims of the Partnership; 


commence or defend any action or proceeding in connection with the Partnership; 
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(0) file returns or other documents required by any governmental or like authority; 


(p) retain legal counsel, experts, advisors or consultants as the General Partner considers appropriate and 
rely upon the advice of such Persons; 


(q) do anything that is in furtherance of or incidental to the business of the Partnership or that is provided 
for in this Agreement; 


(r) execute, acknowledge and deliver the documents necessary to effectuate any or all of the foregoing or 
otherwise in connection with the business of the Partnership; 


(s) obtain any insurance coverage including, without limitation, arranging for the provision of insurance for 
the Partnership, the Pipeline Assets and New Assets, if any, as described in the Prospectus; 


(t) determine the terms and conditions of the offering of Units from time to time hereafter and to do all 
things in this regard, all as described in Section 3.3; 


(u) appoint the Registrar and Transfer Agent; 
(v) acquire or, subject to Section 10.17(c), dispose of assets of the Partnership; and 
(w) generally carry out the objects, purposes and business of the Partnership. 


No Persons dealing with the Partnership will be required to enquire into the authority of the General Partner 
to do any act, take any proceeding, make any decision or execute and deliver any instrument, deed, agreement or 
document for or on behalf of or in the name of the Partnership. The General Partner shall use commercially 
reasonable efforts to insert, and cause agents of the Partnership to insert, the following clause in any material 
contracts or agreements to which the Partnership is a party or by which it is bound: 


“Koch Pipelines Canada, L.P. is a limited partnership formed under the Partnership Act (Alberta), a 
limited partner of which is only liable for any of its liabilities or any of its losses to the extent of the 
amount that the limited partner has contributed or agreed to contribute to its capital and the limited 
partner’s pro rata share of any undistributed income.” 


8.3 Loans from Koch 


Koch and its Affiliates or Associates including, without limitation, the General Partner, may advance or loan 
to the Partnership funds which, in the sole discretion of the General Partner, may be necessary or desirable for use 
by the Partnership. The rate of interest and any other expenses relative to such advances or borrowings shall not 
exceed that which the Partnership could obtain from a Canadian chartered bank with respect to similar borrowings. 


8.4 _— Restriction on Borrowings 


The Partnership’s aggregate principal amount of borrowings at any given time shall not exceed six times the 
Partnership’s aggregate Distributable Cash for the preceding Fiscal Year. In respect of borrowings made by the 
Partnership in 1997 and 1998, Distributable Cash for the preceding Fiscal Year shall be the amount of forecast 
Distributable Cash disclosed in the Partnership’s Forecasted Statement of Income and Distributable Cash for the 
Year ending December 31, 1998 contained in the Prospectus. 


8.5 Title to Property 
The General Partner may hold legal title to any of the assets or property of the Partnership in its name for the 
benefit of the Partnership. 


8.6 Exercise of Duties 


Except as provided herein, the General Partner covenants that it will exercise the powers and discharge its 
duties under this Agreement in good faith, and in a manner it reasonably believes to be in, or not opposed to, the 
best interests of the Partnership, and that it will exercise the degree of care, diligence and skill that a reasonably 
prudent Person would exercise in comparable circumstances. Furthermore, the General Partner covenants that it 
will maintain the confidentiality of financial and other information and data which it may obtain through or on 
behalf of the Partnership, the disclosure of which may adversely affect the interests of the Partnership or a 
Unitholder, except to the extent that disclosure is permitted as provided herein, is required by law or is in the best 


interests of the Partnership. 
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8.7. Limitation of Liability 


The General Partner is not personally liable for the return of any Capital Contribution made by a Unitholder 
to the Partnership. Moreover, notwithstanding anything else contained in this Agreement, but subject to 
Sections 2.13 and 8.12, neither the General Partner nor any Affiliates thereof nor their respective officers, directors, 
shareholders, employees or agents are liable, responsible for or accountable for monetary damages or otherwise to 
the Partnership or a Unitholder for an action taken or failure to act on behalf of the Partnership within the scope of 
the authority conferred on the General Partner by this Agreement or by law provided the General Partner has acted 
in good faith and in a manner which the General Partner reasonably believed to be in, or not opposed to, the best 
interests of the Partnership. 


8.8 Indemnity of General Partner 


(a) 


To the fullest extent permitted by law but subject to the limitations expressly provided in this 
Agreement, each General Partner, each holder of Class B Units, any former General Partner and any 
former holder of Class B Units (each, a “Departing Partner’), any Person who is or was an Affiliate of 
the General Partner or any Departing Partner, any Person who is or was an officer, director, employee, 
partner, agent or trustee of the General Partner or any Departing Partner or any such Affiliate, or any 
Person who is or was serving at the request of the General Partner or any Departing Partner or any such 


' Affiliate as a director, officer, employee, partner, agent or trustee of another Person (‘‘Indemnitees’’) 


(b) 


(c) 


shall be indemnified and held harmless by the Partnership from and against any and all losses, claims, 
damages, liabilities (joint or several), expenses (including, without limitation, legal fees and expenses), 
judgments, fines, settlements and other amounts arising from any and all claims, demands, actions, suits 
or proceedings, whether civil, criminal, administrative or investigative, in which any Indemnitee may be 
involved, or is threatened to be involved, as a party or otherwise, by reason of its status as: (i) the 
General Partner, a Departing Partner or any of their Affiliates; (ii) an officer, director, employee, 
partner, agent or trustee of the General Partner, any Departing Partner or any of their Affiliates; or 
(iii) a Person serving at the request of the General Partner, any Departing Partner or any of their 
Affiliates as a director, officer, employee, partner agent or trustee of another Person; provided, that in 
each case the Indemnitee acted in good faith and in a manner it reasonably believed to be in, or not 
opposed to, the best interests of the Partnership and, in the case of a criminal or administrative action or 
proceeding that is enforced by monetary penalty, the Indemnitee had no reasonable cause to believe its 
conduct was unlawful; provided further, that no indemnification pursuant to this Section 8.8 shall be 
available to Koch Industries with respect to its obligations incurred pursuant to the Underwriting 
Agreement. Indemnification pursuant to this Section 8.8 shall be available to the General Partner with 
respect to obligations incurred by the General Partner on behalf of the Partnership pursuant to the 
Underwriting Agreement. The termination of any action, suit or proceeding by judgment, order, 
settlement or conviction shall not create a presumption that the Indemnitee acted in a manner contrary 
to that specified above. Any indemnification pursuant to this Section 8.8 shall be made only out of the 
assets of the Partnership. 


To the fullest extent permitted by law, expenses (including, without limitation, legal fees and expenses) 
incurred by an Indemnitee in defending any claim, demand, action, suit or proceeding shall, from time 
to time, be advanced by the Partnership prior to the final disposition of such claim, demand, action, suit 
or proceeding upon receipt by the Partnership of an undertaking by or on behalf of the Indemnitee to 
repay such amount if it shall be determined that the Indemnitee is not entitled to be indemnified as 
authorized in this Section 8.8. 


The indemnification provided by this Section 8.8 shall be in addition to any other rights to which an 
Indemnitee may be entitled under any agreement, pursuant to any vote of the Partners, as a matter of 
law or otherwise, as to actions in the Indemnitee’s capacity as: (i) the General Partner, a Departing 
Partner or an Affiliate thereof; (ii) an officer, director, employee, partner, agent or trustee of the 
General Partner, any Departing Partner or an Affiliate thereof; or (iii) a Person serving at the request of 
the General Partner, any Departing Partner or any of their Affiliates as a director, officer, employee, 
partner, agent or trustee of another Person, and shall continue as to an Indemnitee who has ceased to 
serve in such capacity and as to actions in any other capacity. 
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(d) The Partnership may purchase and maintain (or reimburse the General Partner or its Affiliates for the 
cost of) insurance, on behalf of the General Partner and such other Persons as the General Partner shall 
determine, against any liability that may be asserted against or expense that may be incurred by such 
Person in connection with the Partnership’s activities, whether or not the Partnership would have the 
power to indemnify such Person against such liabilities under the provisions of this Agreement. 


8.9 Liability of Indemnitees 


(a) Notwithstanding anything to the contrary set forth in this Agreement, no Indemnitee shall be liable for 
monetary damages to the Partnership or the Unitholders for losses sustained or liabilities incurred as a 
result of any act or omission if such Indemnitee acted in good faith and in a manner which the 
Indemnitee reasonably believed to be in, or not opposed to, the best interests of the Partnership. 


(b) The General Partner may exercise any of the powers or authority granted to it by this Agreement and 
perform any of the duties imposed upon it hereunder either directly or by or through its agents (as 
contemplated in Section 8.2(k)), and the General Partner shall not be responsible for any misconduct 
or negligence on the part of any such agent appointed by the General Partner in good faith. 


8.10 Resolution of Conflicts of Interest 


Unless otherwise expressly provided in this Agreement, whenever a potential conflict of interest exists or 
arises between the General Partner or any of its Affiliates, on the one hand, and the Partnership, or any Unitholder 
on the other hand, any resolution or course of action in respect of such conflict of interest shall be permitted and 
deemed approved by all Unitholders, and shall not constitute a breach of this Agreement, or of any standard of care 
or duty stated or implied by law if the General Partner reasonably believes such resolution or course of action is fair 
and reasonable to the Partnership. The General Partner shall be authorized in connection with its resolution of any 
conflict of interest to consider: (i) the relative interests of all parties involved in such conflict or affected by such 
action; (ii) any customary or accepted industry practices; (iii) any applicable generally accepted accounting 
practices or principles; and (iv) such additional factors as the General Partner determines in its sole discretion to be 
relevant, reasonable or appropriate under the circumstances. Nothing contained in this Agreement, however, is 
intended to nor shall it be construed to require the General Partner to consider the interests of any Person other than 
the Partnership. In the absence of bad faith by the General Partner, the resolutions, actions or terms so made, taken 
or provided by the General Partner with respect to such matter shall not constitute a breach of this Agreement or a 
breach of any standard of care or duty imposed herein or stated or implied under the Act, any law, rule or regulation. 


8.11 Other Matters Concerning the General Partner 


(a) The General Partner may rely and shall be protected in acting or refraining from acting upon any 
resolution, certificate, statement, instrument, opinion, report, notice, request, consent, order, bond, 
debenture, or other paper or document believed by it to be genuine and to have been signed or presented 


by the proper party or parties. 


(b) The General Partner may consult with legal counsel, accountants, appraisers, management consultants, 
investment bankers and other consultants and advisers selected by it, and any act taken or omitted in 
reliance upon the opinion (including, without limitation, an opinion of counsel) of such Persons as to 
matters that the General Partner reasonably believes to be within such Person’s professional or expert 
competence shall be conclusively presumed to have been done or omitted in good faith and in 


accordance with such opinion. 


(c) The General Partner shall have the right, in respect of any of its powers, authority or obligations 
hereunder, to act through any of its duly authorized officers. 


(d) Any standard of care or duty imposed under the Act or any applicable law shall be modified, waived or 
limited as required to permit the General Partner to act under this Agreement or any other agreement 
contemplated by this Agreement and to make any decision pursuant to the power or authority 
prescribed in this Agreement, so long as such action is reasonably believed by the General Partner to be 
in, or not opposed to, the best interests of the Partnership. 
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8.12 Indemnity of Partnership 


The General Partner hereby indemnifies and holds harmless the Partnership and each Unitholder from and 
against all costs, expenses, damages or liabilities suffered or incurred by the Partnership or such Unitholders by 
reason of an act of wilful misconduct, gross negligence by the General Partner or of any act or omission not believed 
by the General Partner in good faith to be within the scope of the authority conferred on the General Partner by this 
Agreement. 


8.13 Restrictions upon the General Partner 


The General Partner’s power and authority do not extend to any powers, actions or authority not enumerated 
in Sections 8.1 and 8.2 unless and until the requisite Extraordinary Resolution is passed by the Partners. Further, the 
General Partner will not: 


(a) commingle the funds of the Partnership with the funds of the General Partner or any of its Affiliates or 
Associates or with the funds of any other Person; 


(b) dissolve the Partnership except in accordance with the provisions of Article 13 hereof; 


(c) except in accordance with Section 11.17(c), effect a sale, exchange or other disposition of all or 
substantially all of the assets of the Partnership; or 


(d) withdraw as General Partner except in accordance with the provisions of Section 8.16 hereof. 


8.14 Employment of an Affiliate or Associate 


The General Partner may employ or retain Affiliates or Associates of the General Partner or the Unitholders 
on behalf of the Partnership to provide goods or services to the Partnership provided that, if the Partnership is to 
reimburse the General Partner for the costs and expenses of such goods or services, the costs of such goods or 
services must be reasonable and competitive with the costs of similar goods and services provided by independent 
third parties. Notwithstanding the foregoing, any fees paid to Koch for services rendered to the General Partner or to 
the Partnership pursuant to the Support Agreement may not exceed Koch’s cost of providing such services. 


8.15 Removal of General Partner 


Except as provided for in Sections 8.15(a) and (b), the General Partner may not be removed as general 
partner of the Partnership. 


(a) Upon the passing of any resolution of the directors or shareholders of the General Partner requiring or 
relating to the bankruptcy, dissolution, liquidation or winding-up or the making of any assignment for 
the benefit of creditors of the General Partner, or upon the appointment of a receiver of the assets and 
undertaking of the General Partner, or upon the General Partner failing to maintain its status as a 
subsisting corporation, the General Partner shall cease to be qualified to act as general partner 
hereunder and shall be deemed to have been removed thereupon as the general partner of the 
Partnership effective upon the appointment of a new general partner. A new general partner shall, in 
such instances, be appointed by the Unitholders by an Ordinary Resolution after receipt of written 
notice of such event (which written notice shall be provided by the General Partner forthwith upon the 
occurrence of such event). 


(b) The General Partner may also be removed: (i) if the General Partner has committed a material breach 
of this Agreement, which subsists for a period of 60 days after notice, and such removal is approved by 
an Extraordinary Resolution excluding, for this purpose, Units held by the General Partner and its 
Affiliates; or (4i) in the event that the General Partner and its Affiliates hold at any time less than 30% 
of the outstanding Units, upon approval by Ordinary Resolution. Any such action by the Unitholders for 
removal of the General Partner under this Section 8.15(b) must also provide for the election and 
succession of a new general partner. Such removal shall be effective immediately following the 
admission of the successor general partner to the Partnership. 


8.16 Voluntary Withdrawal of General Partner 


The General Partner agrees not to voluntarily withdraw as general partner at any time prior to the fifth 
anniversary of the closing of the Offering, provided that: (a) if the General Partner is an Affiliate of Koch, the 
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General Partner may withdraw without Unitholder approval on 90 days’ written notice to the Unitholders in the 
event that Koch decides to no longer be involved, directly or indirectly, in the operation of pipelines in North 
America; (b) the General Partner may withdraw if such withdrawal is approved by an Extraordinary Resolution 
excluding, for this purpose, Units held by the General Partner and its Affiliates, after which event the General 
Partner may withdraw as such by giving 90 days’ written notice; and (c) the General Partner may withdraw without 
Unitholder approval upon 90 days’ written notice to the Unitholders if more than 50% of the outstanding Units are 
directly or indirectly held or controlled by one person and its Affiliates other than the withdrawing General Partner 
and its Affiliates. Nothing contained in this Agreement shall restrict the ability of Koch or its Affiliates to sell all or 
any portion of the General Partner to a third party or parties without the approval of the Unitholders. After the fifth 
anniversary of the closing of the Offering, the General Partner may withdraw without Unitholder approval in the 
circumstances described in items (a), (b) and (c) above, and, in addition, may withdraw on 12 months’ notice to 
the Unitholders or on 90 days’ notice to the Unitholders if such withdrawal is approved by the Independent 
Directors at any time after the fifth anniversary of the closing of the Offering. 


8.17 Condition Precedent 


As a condition precedent to the resignation or removal of the General Partner, the Partnership shall pay all 
amounts payable by the Partnership to the General Partner pursuant to this Agreement accrued to the date of 
resignation or removal subject to any claims by the Partnership against the General Partner or liabilities of the 
General Partner to the Partnership. 


8.18 Transfer to New General Partner 


On the admission of a new general partner to the Partnership on the resignation, removal or withdrawal of 
the General Partner, the resigning or retiring General Partner will do all things and take all steps reasonably 
necessary to transfer the administration, management, control and operation of the business of the Partnership and 
the books, records and accounts of the Partnership to the new general partner and will execute and deliver all deeds, 
certificates, declarations and other documents necessary or desirable to effect such transfer in a timely fashion. 


8.19 Transfer of Title to New General Partner 


On the resignation, removal or withdrawal of the General Partner and the admission of a new general 
partner, the resigning or retiring General Partner will, at the cost of the Partnership, transfer title to the 
Partnership’s property to such new general partner and will execute and deliver all deeds, certificates, declarations 
and other documents necessary or desirable to effect such transfer in a timely fashion. 


8.20 Release by Partnership 


On the resignation, removal or withdrawal of the General Partner, the Partnership will release and hold 
harmless the General Partner resigning, being removed, or withdrawing from any costs, expenses, damages or 
liabilities suffered or incurred by the General Partner as a result of or arising out of events which occur in relation to 
the Partnership after such resignation, removal or withdrawal. 


8.21 New General Partner 


A new general partner shall not be a “non-resident” of Canada within the meaning of the Tax Act and will 
become a party to this Agreement by signing a counterpart hereof and will agree to be bound by all of the provisions 
hereof and to assume the obligations, duties and liabilities of the General Partner hereunder as from the date the 
new general partner becomes a party to this Agreement. The new general partner must acquire and hold, at all times 
while it is General Partner of the Partnership, Class B Units representing at least 0.1% of the outstanding Units. 
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8.22 Transfer of Class B Units 


The General Partner may at any time and from time to time transfer Class B Units to any Person, without 
the approval of the Limited Partners, provided that if the General Partner will continue to be the general partner of 
the Partnership after such transfer, the General Partner may not transfer Class B Units if, after giving effect to such 
transfer, the remaining Class B Units held by the General Partner would represent less than 0.1% of the outstanding 
Units. 


Without limitation of the foregoing, the General Partner may transfer all, but not less than all, of its Class B 
Units in the Partnership without the approval of the Limited Partners: 


(a) to an Affiliate of Koch; 
(b) in connection with the General Partner’s merger or amalgamation with or into another entity; or 
(c) to the purchaser of all or substantially all of its assets; 


in all cases provided that such transferee assumes the rights and duties of the General Partner and agrees to be 
bound by the provisions of this Agreement. 


In the case of any transfer involving all of the General Partner’s interest in Class B Units (other than a 
permitted transfer to a successor general partner as provided in this Section 8.22), approval by an Extraordinary 
Resolution will be required. 


ARTICLE 9 
PIPELINE ASSET DEVELOPMENT 
9.1 Operational Enhancements 


In the event that the General Partner determines to proceed with an Operational Enhancement, the General 
Partner will determine the manner of financing the Operational Enhancement, which may include one or a 
combination of the following: (i) usage of cash of the Partnership that would otherwise become Distributable Cash; 
(ii) borrowing by the Partnership upon such terms as the General Partner may determine, and assets of the 
Partnership may be pledged to secure such borrowing; and (iii) the issuance of additional Units. 


9,2 Laterals 


If the General Partner wishes to cause the Partnership to construct a Lateral, it must make a proposal (a 
“Proposal”’) to the board of directors of the General Partner (the “Board of Directors”) for construction of such 
Lateral. In order to make a Proposal, the General Partner will provide the Board of Directors with such information 
as may reasonably be required to enable the Proposal to be evaluated. In the event that the Board of Directors, 
within a reasonable period of time after receipt of the Proposal, determines that the Partnership should not proceed 
with the Lateral contemplated by the Proposal, in the form proposed by the General Partner or with such 
modifications as they may approve, neither the General Partner nor its Affiliates may elect to proceed with such 
Lateral unless at the time such Proposal is submitted to the Board of Directors for approval, a majority of the Board 
of Directors is comprised of Independent Directors. In the event that the General Partner or its Affiliates decide to 
proceed with such Lateral, then the General Partner and/or its Affiliates, as applicable, and the Partnership shall 
enter into agreements to provide for revenue and cost sharing, as applicable. 


9,3 Extensions 


In the event that the General Partner or its Affiliates desire to construct an Extension, the General Partner or 
its Affiliates will be entitled to construct, own and operate the Extension without making a Proposal to the 
Partnership or otherwise offering the Partnership the right to participate. In the event that the General Partner or its 
Affiliates determine to construct an Extension on that basis, then the General Partner and/or its Affiliates, as 
applicable, and the Partnership shall enter into agreements to provide for revenue and cost sharing, as applicable. 


9.4 No Breach of Fiduciary Duty 


The Unitholders acknowledge and agree that actions by the General Partner and its Affiliates, including 
Koch Oil, as contemplated by this Article 9, shall not constitute a breach of fiduciary duty by the General Partner 
and shall be deemed to be in, or not opposed to, the best interests of the Partnership. 
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ARTICLE 10 
FINANCIAL INFORMATION 
10.1 Books and Records 


The General Partner shall keep or cause to be kept at the principal office of the Partnership in Alberta 
appropriate books and records with respect to the Partnership’s business (other than the Register, which shall be 
maintained by the Registrar and Transfer Agent). Any books and records maintained by or on behalf of the 
Partnership in the regular course of its business, including, without limitation, books of account and records of 
Partnership proceedings, may be kept on, or be in the form of, computer disks, hard disks, magnetic tape, or any 
other information storage device, provided, that the books and records so maintained are convertible into clearly 
legible written form within a reasonable period of time. The books of the Partnership shall be maintained, for 
financial reporting purposes, on an accrual basis in accordance with generally accepted accounting principles. 


10.2 Reports 


(a) As soon as practicable, but in no event later than 140 days after the end of each Fiscal Year, the General 
Partner shall cause to be mailed to each Unitholder as indicated on the Register as of a date selected by 
the General Partner in its sole discretion, financial statements of the Partnership for such Fiscal Year, 
presented in accordance with Canadian generally accepted accounting principles, including a balance 
sheet and statements of operations, Partners’ equity and Distributable Cash, such statements to be 
reported upon by the Auditor. 


(b) As soon as practicable, but in no event later than 60 days after the end of each calendar quarter (except 
the last calendar quarter of each year), the General Partner shall cause to be mailed to each Unitholder 
as indicated on the Register as of a date selected by the General Partner in its sole discretion, a report 
containing unaudited interim financial statements of the Partnership and such other information as may 
be required by applicable securities laws, or the rule of any stock exchange on which any of the Units 
are listed for trading, or as the General Partner determines to be necessary or appropriate. 


10.3. Income Tax Information 


The General Partner will use reasonable efforts to send or cause to be sent to each Person who was a 
Unitholder during the previous Fiscal Year, or at the date of dissolution of the Partnership, within 90 days of the end 
of such Fiscal Year or within 60 days of dissolution, as the case may be, or within such other shorter period of time 
as may be required by applicable law, all information, in suitable form, relating to the Partnership necessary for such 
Person to prepare such Person’s Canadian federal and provincial income tax returns. The General Partner shall file, 
on behalf of itself and the Unitholders, annual Partnership information returns and any other information returns 
required to be filed under the Tax Act and any other applicable tax legislation in respect of the Partnership. 


10.4 Right to Inspect Partnership Books and Records 


(a) In addition to other rights provided by this Agreement or by applicable law, and except as limited by 
Section 10.4(b), each Unitholder shall have the right, for a purpose reasonably related to such 
Unitholder’s interest as a Partner in the Partnership, upon reasonable demand and at such Unitholder’s 


own expense, have furnished to it: 

(i) acurrent list of the name and last known address of each Unitholder; 

(ii) copies of this Agreement and the Certificate, and amendments thereto; and 

(iii) such other information regarding the affairs of the Partnership as is just and reasonable. 


(b) Notwithstanding Section 10.4(a), the General Partner may keep confidential from the Unitholders for 
such period of time as the General Partner deems reasonable, any information (other than information 
referredsto in Section 10.4(a) (ii) ) that the General Partner reasonably believes to be in the nature of 
trade secrets or other information the disclosure of which the General Partner in good faith believes is 
not in the best interests of the Partnership or could damage the Partnership or that the Partnership is 
required by law or by agreements with third parties to keep confidential. 
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10.5 Accounting Policies 


The General Partner is authorized to establish from time to time accounting policies with respect to the 
financial statements of the Partnership and to change from time to time any policy that has been so established so 
long as such policies are consistent with generally accepted accounting principles in Canada. 


10.6 Appointment of Auditor 


The General Partner will, on behalf of the Partnership, select the Auditor to review and report to the 
Partners upon the financial statements of the Partnership for and as at the end of each Fiscal Year, and to advise 
upon and make determinations with regard to financial questions relating to the Partnership or required by this 
Agreement to be determined by the Auditor. 


ARTICLE 11 


MEETINGS OF THE UNITHOLDERS 
11.1 Requisitions of Meetings 


The General Partner may call a general meeting of Unitholders at such time and place as it deems 
appropriate in its absolute discretion for the purpose of considering any matter set forth in the notice of meeting. In 
addition, where Unitholders holding not less than 10% of the outstanding Units (the “Requisitioning Partners’’) give 
notice signed by each of them to the General Partner, requesting a meeting of the Unitholders, the General Partner 
shall, within 60 days of receipt of such notice, convene such meeting, and if it fails to do so, any Requisitioning 
Partner may convene such meeting by giving notice in accordance with this Agreement. Every meeting of the 
Unitholders, however convened, will be conducted in accordance with this Agreement. 


11.2 Place of Meeting 


Every meeting of Unitholders shall be held in the City of Calgary, Alberta or at such other place in Canada 
as the General Partner (or Requisitioning Partners, if the General Partner fails to call such meeting in accordance 
with Section 11.1) may designate. 


11.3 Notice of Meeting 


Notice of any meeting of Unitholders will be given to each Unitholder not less than 21 days (but not more 
than 60 days) prior to such meeting, and will state: 


(a) the time, date and place of such meeting; and 


(b) in general terms, the nature of the business to be transacted at the meeting in sufficient detail to permit 
a Limited Partner to make a reasoned decision thereon. 


Notice of an adjourned meeting of Unitholders need not be given if the adjourned meeting is held within 
14 days of the original meeting. Otherwise, but subject to Section 11.13, notice of adjourned meetings shall be given 
not less than 10 days in advance of the adjourned meeting and otherwise in accordance with this Section 11.3, 
except that the notice need not specify the nature of the business to be transacted if unchanged from the original 
meeting. 


11.4 Record Dates 


For the purpose of determining the Unitholders who are entitled to vote or act at any meeting of Unitholders 
or any adjournment thereof, or for the purpose of any other action, the General Partner may give a date not more 
than 60 days prior to the date of any meeting of Unitholders or other action as a record date for the determination of 
Unitholders entitled to vote at such meeting or any adjournment thereof or to be treated as Unitholders of record for 
purposes of such other action, and any Unitholder who was a Unitholder at the time so fixed shall be entitled to vote 
at such meeting or any adjournment thereof even though it has since that date disposed of its Units, and no 
Unitholder becoming such after that date shall be a Unitholder of record for purposes of such action. A Person shall 
be a Unitholder of record at the relevant time if the Person’s name appears in the Certificate as amended and 
supplemented at such time. 
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11.5 Information Circular 


rm If proxies are solicited from Unitholders in connection with a meeting of Partners, the Person or Persons 
soliciting such proxies shall prepare an information circular which shall contain, to the extent that it is relevant and 
applicable, the information prescribed for information circulars by the Securities Act (Alberta). 


11.6 Proxies 


Any Unitholder entitled to vote at a meeting of Unitholders may vote by proxy if a form of proxy has been 
received by the General Partner or the chairman of the meeting for verification prior to the commencement of the 
meeting. 


11.7. Validity of Proxies 


A proxy purporting to be executed by or on behalf of a Unitholder will be considered to be valid unless 
challenged at the time of or prior to its exercise. The Person challenging the proxy will have the burden of proving to 
the satisfaction of the chairman of the meeting that the proxy is invalid and any decision of the chairman concerning 
the validity of a proxy will be final. Proxies shall be valid only at the meeting with respect to which they were 
solicited, or any adjournment thereof, but in any event shall cease to be valid one year from their date. A proxy given 
on behalf of joint holders must be executed by all of them and may be revoked by any of them, and if more than one 
of several joint holders is present at a meeting and they do not agree which of them is to exercise any vote to which 
they are jointly entitled, they will for the purposes of voting be deemed not to be present. A proxy holder need not be 
a holder of a Unit. 


11.8 Form of Proxy 


Every proxy will be substantially in the form as may be approved by the General Partner or as may be 
satisfactory to the chairman of the meeting at which it is sought to be exercised. 


11.9 Revocation of Proxy 


A vote cast in accordance with the terms of an instrument of proxy shall be valid notwithstanding the 
previous death, incapacity, insolvency or bankruptcy of the Unitholder giving the proxy or the revocation of the 
proxy unless written notice of such death, incapacity, insolvency, bankruptcy or revocation shall have been received 
by the chairman of the meeting prior to the commencement of the meeting. 


11.10 Corporations 


A Unitholder which is a corporation may appoint an officer, director or other authorized person as its 
representative to attend, vote and act on its behalf at a meeting of Unitholders. 


11.11 Attendance of Others 


Any officer or director of the General Partner, legal counsel for the General Partner and the Partnership and 
representatives of the Auditor will be entitled to attend any meeting of Unitholders. The General Partner has the 
right to authorize the presence of any Person at a meeting regardless of whether the Person is a Unitholder. With 
the approval of the General Partner, that Person is entitled to address the meeting. 


11.12 Chairman 


The General Partner may nominate a Person, including, without limitation, an officer or director of the 
General Partner (who need not be a Unitholder), to be chairman of a meeting of Unitholders and the person 
nominated by the General Partner will be chairman of such meeting unless the Unitholders elect another chairman 


by Extraordinary Resolution. 


11.13 Quorum 


A quorum at any meeting of Unitholders will consist of one or more Unitholders present in person or by 
proxy holding at least 10% of the outstanding Units. If, within half an hour after the time fixed for the holding of 


such meeting, a quorum for the meeting is not present, the meeting: 


(a) if called by or on the requisition of Unitholders, will be terminated; and 
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(b) if called by the General Partner, will be held at the same time and place on the day which is 14 days 
later (or if that date is not a business day, the first business day after that date). The General Partner 
will give three days’ notice to all Unitholders of the date of the reconvening of the adjourned meeting 
and at such meeting the quorum will consist of the Unitholders then present in person or represented by 


proxy. 
11.14 Voting 
Every question submitted to a meeting of Unitholders: 


(a) which requires an Extraordinary Resolution under this Agreement or a decision under Section 
8.15(b) (i) will be decided by a poll; and 


(b) which does not require an Extraordinary Resolution (and is not a decision under Section 8.15(b) (i) ) 
will be decided by an Ordinary Resolution on a show of hands unless otherwise required by this 
Agreement or a poll is demanded by a Unitholder, in which case a poll will be taken; 


and in the case of an equality of votes, the chairman will not have a casting vote and the resolution will be deemed to 
be defeated. The chairman will be entitled to vote in respect of any Units held by him or her or for which he or she 
may be a proxy holder. On any vote at a meeting of Unitholders, a declaration of the chairman concerning the result 
of the vote will be conclusive. 


On a poll, each Person present at the meeting will have one vote for each Unit in respect of which the Person 
is shown on the Certificate as a Unitholder at the record date and for each Unit in respect of which the Person is the 
proxy holder. Each Unitholder present at the meeting and entitled to vote thereat will have one vote on a show of 
hands. If Units are held jointly by two or more persons and only one of them is present or represented by proxy at a 
meeting of Unitholder, such Unitholder may, in the absence of the other or others, vote with respect thereto, but if 
more than one of them is present or represented by proxy, they shall vote together on the whole Units held jointly. 


The General Partner, as such, shall not be entitled to vote on any poll or on a show of hands at any meeting 
of Unitholders, other than in respect of the Class B Units and Class A Units held by such General Partner. Any 
Unitholder who is in default of payment of the subscription price for its Units shall not be entitled to vote in respect 
of any of its Units. 


Any action required or permitted to be taken by the Unitholders may be taken by written resolution signed 
by Unitholders representing the requisite number of the outstanding Units. 
11.15 Poll 

A poll requested or required will be taken at the meeting of Unitholders or an adjournment of the meeting in 
such manner as the chairman directs. 
11.16 Powers of Unitholders; Resolution Binding 


The Unitholders shall have only the powers set forth in this Agreement and any additional powers provided 
by law. Subject to the foregoing sentence, any resolution passed in accordance with this Agreement will be binding 
on all the Partners and their respective heirs, executors, administrators, successors and assigns, whether or not any 
such Partner was present in person or voted against any resolution so passed. 

11.17 Powers Exercisable by Extraordinary Resolution 
The following powers shall only be exercisable by an Extraordinary Resolution passed by the Unitholders: 
(a) dissolving the Partnership, except as otherwise provided for under Sections 13.1(b), (c) and (d); 


(b) removing the General Partner pursuant to Section 8.16(b) (i) and electing a new general partner as 
provided for under Section 8.16(b); 


(c) the sale, exchange or other disposition of all or substantially all of the property of the Partnership in a 
single transaction or a series of related transactions; 


(d) waiving any default on the part of the General Partner on such terms as the Unitholders may determine; 


(e) amending, modifying, altering or repealing any Extraordinary Resolution previously passed by the 
Unitholders; 
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(f) amending this Agreement pursuant to Section 14.1; 


(g) requiring the General Partner on behalf of the Partnership to enforce any obligation or covenant on the 
part of any Unitholder; 


(h) electing the chairman of a meeting of Unitholders as provided in Section 11.12; and 
(i) determining to reconstitute the Partnership under Section 13.3; 


provided that for the purposes of the approvals required for those matters referred to in Section 11.17(b), where the 
General Partner and its Affiliates were not permitted to vote on the original Extraordinary Resolution, Units owned 
by the General Partner and its Affiliates shall not be permitted to be voted on any resolutions and shall be deemed 
not to be outstanding. 


11.18 Conditions to Action by Unitholders 


The right of the Unitholders to vote to amend this Agreement, to dissolve the Partnership or to remove the 
General Partner and to admit a replacement therefor or to exercise any of the powers set forth in Section 11.17 or to 
approve or initiate the taking of, or take, any other action at any meeting of Unitholders shall not come into 
existence or be effective in any manner unless and until, prior to the exercise of any such right or the taking of any 
such action, the Partnership has received an opinion of counsel advising the Unitholders as to the effect that the 
exercise of such rights or the taking of such actions may have on the limited liability of any Unitholders other than 
those Unitholders who have initiated such action, each of whom expressly acknowledges that the exercise of such 
right or the taking of such action may subject each of such Unitholders to liability as a general partner under the Act 
or applicable similar legislation. 


11.19 Minutes 


The General Partner will cause minutes to be kept of all proceedings and resolutions at every meeting and 
will cause all such minutes and all resolutions of the Unitholders consented to in writing to be made and entered into 
books to be kept for that purpose. Any minutes of a meeting signed by the chairman of the meeting will be deemed 
evidence of the matters stated in them and such meeting will be deemed to have been duly convened and held and 
all resolutions and proceedings shown in them will be deemed to have been duly passed and taken. 


11.20 Additional Rules and Procedures 


To the extent that the rules and procedures for the conduct of a meeting of the Unitholders are not 
prescribed in this Agreement, the rules and procedures will be determined by the General Partner. 


ARTICLE 12 
NOTICES 


12.1 Address 


Any notice or other written communication which must be given or sent under this Agreement shall be given 
by first-class mail or personal delivery to the address of the General Partner and the Unitholders as follows: in the 
case of the General Partner, to: 1400, 111 - 5th Avenue S.W. Calgary, Alberta T2P 3Y6 and in the case of 
Unitholders: to the postal address inscribed in the Register or any other new address following a change of address in 


conformity with Section 12.2. 


12.2. Change of Address 


A Unitholder may, at any time, change its address for the purpose of service by written notice to the General 
Partner. The General Partner may change its address for the purpose of service by written notice to all the 


Unitholders. 


12.3 Accidental Failure 


An accidental omission in the giving of, or failure to give, a notice required by this Agreement will not 
invalidate or affect in any way the legality of any meeting or other proceeding in respect of which such notice was or 


was intended to be given. 
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12.4 Disruption in Mail 


In the event of any disruption, strike or interruption in the Canadian postal service after mailing and before 
receipt or deemed receipt of a document, it will be deemed to have been received on the sixth business day following 
full resumption of the Canadian postal service. 


12.5 Receipt of Notice 


Subject to Section 12.4, notices given by first-class mail shall be deemed to have been received on the third 
business day following the deposit of such notice in the mail and notices given by delivery shall be deemed to have 
been received on the date of their delivery. 


12.6 Undelivered Notices 


If the General Partner sends a notice or document to a Unitholder in accordance with Section 12.1 and the 
notice or document is returned on three consecutive occasions because the Unitholder cannot be found, the General 
Partner is not required to send any further notices or documents to the Unitholder until the Unitholder informs the 
General Partner in writing of the Unitholder’s new address. 


ARTICLE 13 
DISSOLUTION AND LIQUIDATION 
13.1 Events of Dissolution 


The Partnership shall follow the procedure for dissolution established in Section 13.3 upon the occurrence of 
any of the following events or dates: 


(a) the election of the General Partner to dissolve the Partnership, if approved by an Extraordinary 
Resolution; 


(b) the sale, exchange or other disposition of all or substantially all of the property of the Partnership, if 
approved by an Extraordinary Resolution; 


(c) the withdrawal or removal of the General Partner or any other event that results in its ceasing to be the 
general partner unless the General Partner is replaced with a successor general partner; or 


(d) December 31, 2037. 


13.2. No Dissolution 


The Partnership shall not come to an end by reason of the death, bankruptcy, assignment of property for the 
benefit of creditors, insolvency, mental incompetency or other disability of any Limited Partner or upon transfer of 
any Class A Units. 


13.3. Continuation After Event of Dissolution 


Upon the occurrence of an event described in Section 13.1(c), if within 90 days thereafter, holders of Units, 
by an Extraordinary Resolution so elect, the Unitholders shall reconstitute the Partnership and continue its business 
on the same terms and conditions set forth in this Agreement by forming a new limited partnership on terms 
identical to those set forth in this Agreement and having as a general partner a Person approved by the Unitholders 
pursuant to the Extraordinary Resolution. Upon any such election by Extraordinary Resolution, all Partners shall be 
bound thereby and shall be deemed to have approved thereof. Unless such an election is made within the applicable 
time period as set forth above, the Partnership shall conduct only activities necessary to wind up its affairs. If such 
an election is so made, then: 


(a) the reconstituted Partnership shall continue until the end of the term set forth in Section 13.1(d) 
unless earlier dissolved in accordance with this Article 13; and 


(b) all necessary steps shall be taken to cancel this Agreement and the Certificate and to enter into and, as 
necessary, to file a new partnership agreement and certificate of limited partnership, and the successor 
general partner may for this purpose exercise the powers of attorney granted to the General Partner 
pursuant to Section 2.11; provided that the right of holders of Units by an Extraordinary Resolution to 
approve a successor general partner and to reconstitute and to continue the business of the Partnership 
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shall not exist and may not be exercised unless the Partnership has received an opinion of counsel that 
such reconstitution, continuation and approval the exercise of the right would not result in the loss of 
limited liability of any Limited Partner. 


13.4 Procedure on Dissolution 


Upon the occurrence of any of the events set forth in Section 13.1, the General Partner (or in the event of an 
occurrence specified in Section 13.1(c), such other Person as may be appointed by Ordinary Resolution of the 
Unitholders) shall act as a receiver and liquidator of the assets of the Partnership and shall: 


(a) sell or otherwise dispose of such part of the Partnership’s assets as the receiver shall consider 
appropriate; 

(b) pay or provide for the payment of the debts and liabilities of the Partnership and liquidation expenses; 

(c) if there are any assets of the Partnership remaining, distribute such remaining assets to Unitholders 


indicated on the Certificate on the date of dissolution, subject to Sections 3.19 and 4.12, proportionate 
to the number of Units held by them; and 


(d) file the notice of dissolution prescribed by the Act and satisfy all applicable formalities in such 
circumstances as may be prescribed by the laws of other jurisdictions where the Partnership is 
registered. In addition, the General Partner shall give prior notice of the dissolution of the Partnership 
by mailing to each Unitholder and to the Registrar and Transfer Agent such notice at least 21 days prior 
to the filing of the declaration of dissolution prescribed by the Act. 


13.5 Dissolution 
The Partnership shall be dissolved upon the completion of all matters set forth in Section 13.4. 


13.6 No Right to Dissolve 


Except as provided for in Section 13.1, no Unitholder shall have the right to ask for the dissolution of the 
Partnership, the winding-up of its affairs or the distribution of its assets. 


13.7 Agreement Continues 


Notwithstanding the dissolution of the Partnership, this Agreement shall not terminate until the provisions of 
Section 13.4 shall have been satisfied. 


ARTICLE 14 


AMENDMENT 


14.1 Amendment Procedures 


Except as provided in Section 14.3, all amendments to this Agreement shall be made in accordance with the 
following requirements. Amendments to this Agreement may be proposed solely by the General Partner. Each such 
proposal shall contain the text of the proposed amendment. If an amendment is proposed, the General Partner shall 
seek the approval of the Unitholders by an Extraordinary Resolution, except as provided in Section 14.3. 


14.2 Amendment Requirements 


Notwithstanding the provisions of Sections 14.1 and 14.3, no amendment to this Agreement may: (i) enlarge 
the obligations of the General Partner without its consent; (ii) restrict in any way any action by or rights of the 
General Partner as set forth in this Agreement without its consent; (iii) modify the amounts distributable, 
reimbursable or otherwise payable by the Partnership to the General Partner or any of its Affiliates without its 
consent; (iv) reduce the term of the Partnership as provided in Section 13.1(d); (v) give any Person the right to 
dissolve the Partnership, other than the General Partner’s right to dissolve the Partnership with the approval of the 
Unitholders by an Extraordinary Resolution; or (vi) modify the amendment provisions in this Article 14. 


14.3. Amendment by General Partner 
Each Unitholder agrees that the General Partner (pursuant to its powers of attorney from the Unitholders or 
as expressly provided herein), without the approval of any Unitholder may amend any provision of this Agreement, 
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and execute, swear to, acknowledge, deliver, file and record whatever documents may be required in connection 
therewith, to reflect: 


(a) a change in the name of the Partnership or the location of the principal place of business of the 
Partnership; 


(b) the admission, substitution, withdrawal or removal of Unitholders in accordance with this Agreement; 


(c) achange that, in the sole discretion of the General Partner, is reasonable and necessary or appropriate to 
qualify or continue the qualification of the Partnership as a limited partnership in which the Limited 
Partners have limited liability under the applicable laws; 


(d) achange that, in the sole discretion of the General Partner, is reasonable and necessary or appropriate to 
enable Partners to take advantage of, or not be detrimentally affected by, changes in the Tax Act or 
other taxation laws; 


(e) a deletion from the definition of “Eligible Investor” the references to a present or former direct or 
indirect shareholder of Koch Industries or an Associate or Affiliate of a present or former direct or 
indirect shareholder of Koch Industries; 


(f) an increase in the frequency of distributions of Distributable Cash to more often then quarterly; 
provided that a change in frequency of distributions may not be made by the General Partner more often 
than once in any twelve month period; and 


(g) a change that, in the sole discretion of the General Partner, does not materially adversely affect the 
Unitholders. 
14.4 Notice of Amendments 


The General Partner shall notify the Limited Partners in writing of the full details of any amendment to this 
Agreement within 30 days of the effective date of the amendment. 


ARTICLE 15 
MISCELLANEOUS 
15.1 Binding Agreement 


Subject to the restrictions on assignment and transfer herein contained, this Agreement will enure to the 
benefit of and be binding upon the parties hereto and their respective heirs, executors, administrators and other legal 
representatives, successors and assigns. 


15.2 Time 


Time shall be of the essence hereof. 


15.3. Counterparts 


This Agreement, or any amendment to it, may be executed in multiple counterparts, each of which will be 
deemed an original agreement. This Agreement may also be executed and adopted in any Subscription Form or 
similar instrument signed by a Unitholder with the same effect as if such Unitholder had executed a counterpart of 
this Agreement. All counterparts and adopting instruments shall be construed together and shall constitute one and 
the same agreement. 


15.4 Governing Law 


This Agreement and the Schedule hereto which, by common accord, together with all related documents 
have been and will be drafted in the English language only, shall be governed and construed exclusively according to 
the laws of the Province of Alberta and the laws of Canada applicable thereto and the parties hereto irrevocably 
attorn to the non-exclusive jurisdiction of the courts of the Province of Alberta. 


rs) 


15.5 Severability 


If any part of this Agreement is declared invalid or unenforceable, then such part shall be deemed to be 
severable from this Agreement and will not affect the remainder of this Agreement. 
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15.6 Further Acts 


The parties will perform and cause to be performed such further and other acts and things and execute and 
deliver or cause to be executed and delivered such further and other documents as counsel to the Partnership 
considers necessary or desirable to carry out the terms and intent of this Agreement. 


15.7 Entire Agreement 


This Agreement constitutes the entire agreement among the parties hereto with respect to the subject matter 
hereof. 


15.8 Limited Partner Not a General Partner 


If any provision of this Agreement has the effect of imposing upon any Limited Partner (other than the 
General Partner) any of the liabilities or obligations of a general partner under the Act, such provision shall be of no 
force and effect. 


IN WITNESS WHEREOF the parties hereto have executed this Agreement as of the date set out above. 


KOCH PIPELINES CANADA LTD. 
as General Partner 


By: (Signed) DAvip W. FESYK 
President and Chief Executive Officer 


By: (Signed) DAvip G. PARK 
Vice-President, Finance and Chief Financial Officer 


687371 ALBERTA ETD: 


By: (Signed) ALLAN R. Twa 
Director 


KOCH PIPELINES CANADA LTD., 
as agent and attorney for the Unitholders whose 
subscriptions for Units are accepted from time to time 


By: (Signed) DAvip W. FESYK 
President and Chief Executive Officer 


By: (Signed) DAvip G. PARK 
Vice-President, Finance and Chief Financial Officer 
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SCHEDULE 1 


Transfer and Power of Attorney Form 


I, the undersigned, a Unitholder of Koch Pipelines Canada, L.P. (the “Partnership”) hereby transfer, assign 
and sell to: 


(Name of Transferee) Address 


Class ___ partnership units (“Units”) in the Partnership registered in my name and constitute 
the above-named transferee as a substitute Unitholder to the extent of the said number of Units and I agree to 
execute and deliver to the General Partner any documents required to effect a valid transfer of the said Units or 
which are necessary or advisable, in the opinion of the General Partner, to preserve the status of the Partnership as a 
limited partnership. I agree that the power of attorney previously granted to the General Partner will be effective for 
the purpose of executing and filing all certificates, amendments and other instruments necessary to give effect to this 
transfer. 


Dated’ at. ee ee Province) VerrtOrnon 


day-of,- 7... some st gaed 265 1.99 . 


(Guarantor) (Signature of Unitholder) 


(Surname) (Given Name) ' (Please Print) 


(Address — No Post Office Box) 


li (City, Province, Postal Code) 


Notes: 


1. The signature of the Unitholder must be guaranteed by a Canadian chartered bank, a Canadian trust company or a member of the 
Investment Dealers Association of Canada or the Toronto or Alberta stock exchanges. 

2. This transfer must be for a whole Unit or for whole Units. Transfers of fractional or partial Units will not be recognized or entered in the 
register of the Partnership. 


The above-named transferee accepts this transfer and agrees to be bound, as a party to and as a Unitholder in 
the Partnership, by the terms of the Agreement, as from time to time amended as if he himself, or she herself, had 
personally executed the Agreement, and hereby ratifies, for all legal purposes, execution of the Agreement on 
his/her behalf and all actions taken on his/her behalf pursuant thereto. The transferee declares that he/she (and 
any beneficial owner of the units to be registered in his/her name) is not a “non-resident”, or a person an interest in 
which would be a “tax shelter investment” or, if a partnership, it is a “Canadian partnership’, in each case within 
the meaning of the Income Tax Act (Canada), or proposed amendments thereto, or a present or former direct or 
indirect shareholder of Koch Industries, Inc. (“Koch Industries”) or an associate or affiliate of a present or former 
direct or indirect shareholder of Koch Industries (for these purposes the terms “associate” and “affiliate” do not 
include Koch Industries, the General Partner, the Partnership or any direct or indirect subsidiary of Koch 
Industries), and he/she has the capacity and competence and, if a corporation, it has the necessary corporate 
authority, to execute this transfer and to enter into the Agreement. 


In consideration of the General Partner accepting this transfer and conditional thereon: 


a. the transferee requests admission as a substitute Unitholder and agrees to be bound as a Unitholder in the 
Partnership by the terms of the Agreement as from time to time amended and in effect and the transferee 


hereby expressly ratifies and confirms the power of attorney given to the General Partner in Section 2.11 
therein; 
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b. the transferee hereby irrevocably constitutes and appoints the General Partner, with full power of 
substitution, as his/her true and lawful attorney and agent, with full power and authority in his/her name, 
place and stead to execute and deliver, for and on his/her behalf, the Agreement, the Certificate and any 
amendments thereto; and 


c. the transferee consents to the General Partner, on behalf of the Partnership, applying for orders from 
relevant securities regulatory authorities exempting it from any requirements to hold annual meetings of 
Partners. 


The power of attorney granted herein and in the Agreement is irrevocable and is a power coupled with an 
interest, continues despite the mental incompetence of the transferee, survives the death or disability of the 
transferee and survives the assignment by the transferee of the whole or any part of the interest of each such 
transferee in the Partnership and extends to the heirs, executors, administrators, successors, assigns and other legal 
representatives of such transferee, and shall survive the subsequent legal incapacity of such transferee and may be 
exercised by the General Partner on behalf of the transferee in executing such instrument with a single signature as 
attorney and agent for him/her. The transferee agrees to be bound by representation or action made or taken by the 
General Partner pursuant to such power of attorney and hereby waives any and all defences which may be available 
to contest, negate or disaffirm the action of the General Partner taken in good faith under such power of attorney. In 
accordance with the Powers of Attorney Act (Alberta), the Powers of Attorney Act (Ontario), the Powers of 
Attorney Act (British Columbia), The Powers of Attorney Act, 1996 (Saskatchewan), The Powers of Attorney and 
Mental Health Amendment Act (Manitoba), the Powers of Attorney Act (Nova Scotia), the Powers of Attorney Act 
(Prince Edward Island) and the Enduring Powers of Attorney Act (Newfoundland), the transferee declares that 
these powers of attorney may be exercised during any legal incapacity or mental infirmity on his/her part. 


Under the Powers of Attorney Act (Alberta), an enduring power of attorney granted by an Alberta resident 
- must incorporate the explanatory notes set out in such Act and must be accompanied by a certificate of legal advice, 
signed by a lawyer who is not the attorney or the attorney’s spouse. 


Unless otherwise indicated, capitalized terms used herein shall have the meaning ascribed thereto in the 
Partnership Agreement (the “Agreement”) dated October 9, 1997 whereby the Partnership was formed. 


The transferee accepts that this transfer form and power of attorney, the Partnership Agreement and related 
documents be in the English language only. Le cessionnaire accept gue ce formulaire de transfert et cette 
procuration, ainsi que toute communication afférente a son intérét dans la société ne soient rédigés qu’en anglais. 


Dated at Provinces TerritoryaGitmee ee ee LS 
day of IOS ; 
(Guarantor) (Signature of Transferee) 
(Surname) (Given Name) (Please Print) 


(Social Insurance Number) 


(Mailing Address — No Post Office Box) 


(City, Province, Postal Code) 
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DIRECTION 


(To be used where the Unitholder wishes Class A Units he/she is entitled to receive to be registered in the 
name of his/her dealer or broker firm or the firm’s nominees. Please consult with your dealer or broker to confirm 
the appropriate name and address to be inserted below.) 


ilo: 


(Insert name of dealer or broker firm or the firm’s nominees) 


(Insert address of dealer or broker firm or the firm’s nominees) 


Re: Koch Pipelines Canada, L.P. (the “Partnership”) 


Enclosed is a Transfer and Power of Attorney Form in respect of Class A limited partnership units (the “Class 
A Units”) which I have acquired. The Transfer and Power of Attorney Form has been signed by me, with signature 
guaranteed, but with the name and address of the transferee left blank. I have directed the Partnership to deliver to 
you the Units to be issued to me so that you may seek the re-registration of such Units in your name or in the name 
of your nominee (including The Canadian Depositary for Securities Limited). 


You are hereby directed to insert your name and address or the name and address of your nominee on the 
Transfer and Power of Attorney Form in the section to be completed by the transferor, to complete the section to be 
completed by the transferee and to deliver the properly completed Transfer and Power of Attorney Form to the 
registrar and transfer agent of the Units, in order to re-register my Units in your name (or that of your nominee) so 
that you (or your nominee) will hold such Units on my behalf on the basis that I remain the beneficial owner 
thereof. 


Dated at , Province/Territory of , this 
ayiol sitet Se ono 


(Signature Guarantee) (Signature of Depositing Unitholder) 
(Canadian chartered bank. Canadian trust company or 
member. Investment Dealers Association of Canada or a 
member of the Toronto or Alberta stock exchanges) 


(Surname) (Given Name) (Please Print) 


(Social Insurance Number) 


(Mailing Address — No Post Office Box) 


(City, Province, Postal Code) 


A-45 


— 
are \d ‘= ” 
id, ett 


nk, i 
ate 


q 4 
; wae?) 
eee 
i 


a! 


Pie SOS tee 
ails 1 


my tae ©) 


: + 
noi oe Wha J a 7 f 


oe 
oa i. 
oN face 
4s 


és) wet ing Unlthehar Araltes Cass 
J daly haar ae backed fires av the: Giemy't 1 4 
wap oe and addrisw th be bi miner cw 


yy | ve 


° i” i+ 


sy 


- tee hee oe mee 1 ee ett Ae eo Be 


te rece. geal dower wt heckap fo oo a 


Hd ed ce: 
one te . wily : 201s pads" niiendinap dian 


CTH ati al ine a, cone 


7 i) 
5 * DG 
pea, a ; 

- 
iene = - od ee seta Lr ds te a dacaeeitedlinen 
‘ 
: 


A Prowccaen Camas 2. Ae reaeidlighy | DSN 
02 Teanete: and Pane BRRIey Fenwiin feet d 
l have waar’ The Deaanter ane Pamer of Artoracy Be 
vip re Qi ““ preugaial he oepaferce feft-biank Ff 
Liter £0 hor VO. ay aoe the re-ropistiathon ef 
rock's peeing thi ny \,.anadiag, Depositary tor ears if 
i 
» Browted ky Maser hy Our, cae tid address a rhe: satay } 
if Atiorney Form it the eedtios pay apenhige Pi 
yore afnl to deliver the property conytered Ti 
goat ol (he, Ocite da wader.to ne coghsivey any. hod ae 
sultans 1 i hold myn Linas * mo ‘oh ik hay 
f " a, weer - 
‘ verwith Wat comyiany oF Pia ad - 
Se vphad ; 


oe | caching) 


U 
2 ny 
Age 
a ; - 
‘ ol pelea 


_ 7 


> 
- 
au 
ol 
“ 
Bed 


a 
i 
4 
QO 
< 
2 
<t 
O 
w) 
Lu 
2 
—] 
LU 
B. 
Oo. 


KKOCH «+ 


PIPELINES CANADA, L.P. 


